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.l * ARAB REPUBLIC OF EGYPT - 1991 ARTICLE IV CONSULTATION, AND 

The Executive Directors considered the staff report for the 1991 
Article IV consultation with Egypt and a request by Egypt for an 18-month 
stand-by arrangement in ,; amount equivalent to SDR 278 million (EBS/91/73, 
4/26/91; Sup. 1, 5/14/91; and Sup. 2, s/16/91), together with a letter of 
intent (EBS/91/70, 4/22/91)'. They also had before them a statistical 
appendix (SM/91/95, 5/14/91). 

His Excellency El Sayed Abdel Raouf El Reedy, Ambassador of the Arab 
Republic of Egypt to the United States, was also present. 

The Chairman remarked that the present meeting offered a timely 
opportunity to report on his recent visit to Egypt, where he had had a long, 
extremely frank, and friendly discussion with President Mubarak. The 
President had been quite convincing in expressing his determination to see 
Egypt comply with the letter of intent. It was the President's conviction 
that only a dynamic private sector, together with a deeply reformed public 
sector, would enable the economy to grow at the rate required to create 
enough jobs for the population, which was increasing by 1.S million people 
annually and would approach 70 million by the end of the century. The 
President had stressed that, if circumstances allowed, the Government would 
implement the program in a faster and deeper way than Egypt was committed to 
in the letter of intent. That objective was reflected in the President's 
most recent Labor Day speech, which had included a very clear and 
straightforward presentation of the program as well as a number of 
far-reaching commitments that went beyond those contained in the letter of 
intent. The President had noted that the current stance of reform allowed 
for only a low rate of growth after several years, and that the desired more 
rapid growth could be achieved only through deregulation, decontrol, and 
further privatization, and not through artificial budgetary or monetary 
stimulation. 

After meeting with the President, the Chairman continued, he had held a 
lengthy discussion with the Prime Minister and the key members of the 
cabinet on the details of the program, during which the President's views on 
reform vere confirmed. He had ?lso met with the Speakers and other key 
members of the two Houses of Parliament, trade union leaders, important 
groups of leading economists, with whom he had discussed the more 
theoretical aspects of the program, key leaders of industry and the banking 
community, and the ambassadors of the donor countries, with whom he had 
discussed the financing of the program and the expectations of the donor 
community. Ingddition, there had been a number of opportunities for press 
and television contacts. 

Mr. Finaish commented that he could only echo the Chairman's remarks; 
his authorities certainly viewed the program as a turning point for the 
Egyptian economy. He had left Egypt with the feeling that the authorities 
were committed to the course that they had charted, and the ongoing efforts 
of the President and his cabinet to explain to the public the need for 
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policy change and its implications were indicative of that commitment. 
Obviously, short-term sacrifices would have to be made, and the authorities 
et different levels were aware of that, as had been pointed out to the 
ChairPLn on a number of occasions during his recent visit to Egypt. There 
were risks inherent in the type of reform that the Egyptian economy was 
undergoing. While the process would not be an easy one, his suthorities 
were very hopeful that, with the support of the international community, the 
progrsm would be a suc,cess.' He wished to take the opportunity to thank the 
Chairman, on behalf of the Egyptian authorities, for the interest and 
support he had persor:ally shown in reaching an agreement between Egypt and 
the Fund. He would also like to thank the staff for its hard and diligent 
work during the three and one half years of negotiations. 

The Deputy Director of the Niddle Eastern Department said that the 
staff had received additional information on policy implementation and 
recent economic trends. First, the World Bank had informed the staff that 
the legal drafting of a number of aeasures had been completed and had been 
reviewed by the World Bank staff, with issuance of the laws or decrees 
expected before the end of Hay 1991. Those measures included, in 
particular, the abolition of investment licensing requirements and controls 
on a number of activities .YS described on page 14 of the staff report, which 
had been due on May 10; ending of the requirement that letters of credit be 
opened for all imports; and reductions in the list of export bans, prior 
approvals, and annual export quotas, which had been due on May 15. Second, 
before Hay 15. teams of auditors had been appointed by the Central Bank to 
conduct the assessment of public sector banks. Third, the submission of the 
new public investment law to Parliament, which had been due by Hay 15, was 
still being finalized by the Central Bank. Similarly, the final increase in 
cotton prices for the current year --so that cotton prices would reach 
60 percent of world equivalence --was still being discussed between the World 
Bank staff and a delegation from Egypt in Washington, Fourth, legislation 
to eliminate the taxation of treasury bills had passed the upper chamber of 
the legislature and would be discussed in the lower chamber on Hay 18. 
FifLh, while the program was fully funded in terms of financing assurances, 
an issue had been raised about medium-term viability. It was the staff's 
understanding that, on the basis of the scenarios in the staff report, the 
various solutions currently under discussion by creditors would yield 
viability. Finally, the latest information indicated that the acceleration 
in price increases noted in the staff report had continued. The 12-month 
rate of increase had reached 17 percent in April, and the increase in the 
first four months of the year was close to 30 percent at an annualized rate. 
In the staff's view, that trend underlined the importance of the authorities 
acting forcefully on credit and monetary policy, particularly as substantial 
administered increases in prices had taken place owing to the introduction 
of the sales 6) the energy price increase, and a higher tariff rate. 
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Hr. Finaf.sh made the following statement: 

As Directors are aware, the madium-term adjustment and reform 
progr-, in support of which Egypt is requesting a atand-by 
arrangement with the Rtnd and a structural adjustment loan from 
the World Bank, is the culmination of a lengthy process of 
discussions and consultations between the Egyptian authorities and 
the two institutions. In the course of that process, the 
authorities have moved on many policy fronts and have implemented 
important measures in the fiscal, monetary, exchange rate, and 
pricing areas. Steady efforts have also been made to garner the 
requisite public support for the type of structural economic 
reorientation that the authorities are aiming for. This period of 
preparation has not only facilitated the agreement with the Fund 
and the Bank on the medium-term program before us today, but haa 
also meant that by the time the arrangement is approved, most key 
policy measures will already be in place. 

The program before us should leave no doubt that what the 
authorities are aiming for is nothing less than a fundamental 
transformation of the economic system. The objective is to create 
a decentralized, market-based econouy, in which a growing private 
sector and a restructured and scaled-down public sector compete on 
an equal footing in a stable macroeconomic environment. Controls 
on economic activity and invesmnt are being dismantled, and 
primary reliance is being placed on market forces for pricing and 
resource allocation. 

Egypt’s comprehensive and fully articulated structural reform 
plan and the strong macroeconomic adjustment that underpins it are 
of a type usually supported by wltiyear facilities, such as the 
extended Rurd facility and the enhanced structural adjustment 
facility (ESAF). The stand-by arrangement being requested should 
therefore be considered as a transitional arrangement toward 
another arrangement that would be commensurate with Egypt's 
medium-term program. 

Now that Egypt has regained eligibility for International 
Development Association (IDA) lending, consideration should also 
be given to making Egypt eligible for ESAF resources. The 
forthcoming review of the ESAF provides a good opportunity to 
consider broadening the list of eligible members to include 
countries like Egypt, whose per capita income and balance of 
payments needs are in line with the eligibility criteria. 

While recognizing the broad coverage of Egypt's reform 
progr-, the staff seems to argue for an accelerated pace of 
implementstion. But this should not detract from the strength of 
the program. As we all know, the design and phasing of 
comprehensive structural refop programs are complex matters, as 
they need to take into accoun: Lterlinkages and feedbacks among 
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various policies and sectors, as well as implementation capacity. 
Beyond this, an important requirement for the sustainability md 
success of structural reform is the ability to achieve 
macroeconomic stabilization relatively quickly. This often 
requires fiscal and monetary tightening in the initial phase in 
order to prevent price adjustments from building an inflationary 
process into the system. If the initial price adjustment is not 
accommodated, then the'faster the pace of structural reform, the 
greater the short-term output and real income losses. 
Alternatively, if monetary and credit policies are relaxed in 
order to avoid the additional loss in output and decline in living 
s tandarda , the risk of an inflationary upsurge would be greater. 
Therefore, in charting the pace of structural reform, one has to 
keep the short-term output and inflation implications very much in 
mind. 

In the case of Egypt, a sharp fiscal and monetary tightening 
is expected to help in containing the jump in prices projected for 
1991/92, which is associated with the administered pricing and 
&control measures that are being implemented under the program. 
This tightening will i-ievitably have an adverse effect on the real 
economy, as reflected in the 3 percent decline in real GDP 
projacted for this coming year. With the high rate of population 
growth and the return of hundreds of thousands of workers from 
other countries in the Middle East, this implies a significant 
decline in real per capita income. We tend to think in relative 
terma, but absolute magnitudes are also important. For example, 
the same percentage decline in living standards in a country where 
per capita income is $600 or $650 would have different 
implications for the average houaehold than it would in countries 
where per capita income is $2,000 or $2,500. It is true that 
Egypt's program includes the setting up of a social fund, which is 
expected to address some of the social difficulties, particularly 
those associated with the returning workers from abroad, but it 
could hardly be expected to alleviate the enormous hardships that 
could result from an even sharper decline in living standards than 
is currently programmed, even if such a decline were temporary. 

On the other hand, the risks to macroeconomic stability that 
could result from an even sharper increase in the price level in 
the initial period could also be very high. This is especially so 
given that the exchange rate and interest rate systems have just 
been liberalized and a cautious wage policy is a critical element 
in the stabilization process. Under the program, prices are 
already expected to rise by more than 30 percent. An even larger 
price increase, which would likely result from a further front- 
loading of structural measures, would increase the risk of a 
price-exchange rate-wage spiral, and thus endanger not only the 
macroeconomic program but, the structural reform as well. 
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Having said this, it is important not to be left with the 
impression that Egypt’s structural reform program is not a strong 
one, or that the authorities would not consider advancing the 
implementation of certain measures if circumstances proved 
favorable, particularly in relation to inflation and the other 
macroeconomic targets. 

It is not neceasary'for me to describe in any detail the 
specific elements of Egypt'8 economic program. The docum8nta 
before ua & that very well. But one feature of the program that 
should be emphasized is that the policies that will bring about 
macroeconomic atabilization are, by and large, also structural in 
nature and should lead to a lasting improvement in the working of 
the Bgyptian economy. This is true for fiscal, monetary, as well 
as exchange rate measures. 

For example, the policies that will bring about a sharp 
reduction in the fiscal deficit, from 15 percent of GDP--excluding 
bank recapitalization coate-- in 1990/91 to about 10 percent of GDP 
in 1991/92 and 6.5 percent of GDP in 1992/93, will also strengthen 
the elasticity of the revenue structure. The general sales tax 
and the planned personal income tax are prime examples. 

Alao, in the monetary area, the authorities have not only 
tightened credit expansion significantly in line with the 
stabilization objective, but have also initiated fundamental 
reforma in the interest rate and credit allocation systems. These 
maa8ure8, along with the steps taken to strengthen the banking 
sector, should contribute significantly to investment efficiency 
and to an output recovery led by the private sector. 

Sixilarly, the fundaaental,reform of the exchange rate system 
will b8 instrumental in removing price distortions and in 
bolstering confidence in the domestic currency. This should not 
only h4lp in reversing the dollarization of the economy that has 
tak8n place over the past decade, but also enhance capital 
inflows, including those from Egyptians living abroad. 

These are fundamental refczns in critical areas of the 
econoxy, and it is crucial that they be sustained. It is true 
that, in some respects, the functioning of treasury bill auctions 
and the exchange market need to be strengthened. Indeed, given 
the SyatcPic nature of reform in these two areas, some sensing of 
the way in the initial period, on the part of both the authorities 
a@ the mark& participants, is inevitable. The authorities are 
working closely with the Fund staff to ensure that all impediments 
to a full interplay of market forces are removed quickly; Toward 
that end, legislation to rescind taxes retroactively on treasury 
of11 earnings has been submitted to Parliament, and public sector 
oanks with excess liquidity are being excluded from competitive 
bidding pending the reduction in their liquidity ratio. Horeover, 
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the authorities are moving as rapidly as possible to license 
foreign exchange dealers to complement the 40 banks and the 
Port Said dealers that already engage in foreign exchange 
transactions. So far, 64 dealer8 have b88n issued licensee and 10 
dealers have already been incorporated. 

Turning to the medium-term outlook for the balance of 
payments, I would make three observations. First, the staff 
projections illustrate clearly the fragility of Egypt's external 
position and the extreaely heavy burden that external debt ~112 
cocltinu8 to place on the balance of payments over the medium term. 
The debt cancellatioM that a number of creditors have provided 
will certainly have an aneliorating impact on the debt-servicing 
burden. l4oreover, the assistance that has been provided by the 
Gulf Crisis Financing Coordination Group (GCFCG) has also 
Str8ngth8n8d Egypt's eXteZ?nar pOSitiOn in the short t8n8. But it 
is equally clear that for nedium-term viability to be achieved, a 
further substantial and permanent reduction in the external debt 
burden is n88d8d. Second, the rate of economic growth in the 
medium term, which is close to the rate of population growth, is 
hardly satisfactory. An important determinant of output growth in 
the medium term will be the extent to which private investors, 
&mastic and foreign, respond to the structural reforms. This in 
turn is influenced by expectations and perceptions about the 
viability of Bgypt'a external pdsition. Third, the balance of 
payPants projeceio~ pr8S8nt8d in the baseline scaMrio are baaed 
on favorable assumptions about the external environment. The 
dt8mtfV8 SC8MriO preS8nt8d in Tab18 8 Of the Staff report 
deaonstrates the kind of balance of payments gaps that could 
emerge if the external environment turned out to be less 
favorable. 

All this points to the need for Egypt's adjustment effort to 
be supported by a substantial and lasting reduction in its 
external debt burden, in addition to the official flows already 
aasrmed in the projections. The positive indications from the 
Paris Club creditors are, therefore, most welcome. 

The risk of an unfavorab,e external environment is not just 8 
medium- t8rP concern. The euthorities recognize this and are 
prepared to take additional pre-specified fiscal measures as 
needed. Although an explicit contingency mechanism is not 
incorporated fn the arrangement for the reasons mentioned by the 
staff, if.the need arises, an increase in the amount of financing 
provided by the Fund could also play a useful role. The low level 
of access under the arrangement could justify such an 
augmentation, which would be very much within the Fund’s existing 
policies and guidelines. Having said this, the hope is that the 
external environment and Egypt’s relatively favorabie short-term 
cash flow position would obviate the need for contingency action. 
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To conclude, Egypt has embarked on a comprehensive and fully 
articulated plan of reform, supported by a strong atabilization 
program. The authorities are comitted to the course they have 
charted and deserve the full support of the F’und and the 
int8rIWtiOMl COlWkdty. 

hr. Al-Jaaaer mad8 the’following Statement: 

At the outset, I would like to welcome the conclusion of the 
lengthy diacusaiona leading to the preparation of this program 
with Egypt. C-ndation should go to the Egyptian autharitiee 
for not losing faith in the desirability of adjustm8nt. This is a 
testimony to their belief that Egypt deserves a better-functioning 
and, hence, more self-reliant economy than hitherto has been the 
case. The Chairman and the staff should also be co-r&d. I am 
sure that the efforts expended in d8aigning the program before us 
today are worthwhile and will prove to be a good supporting basis 
for its successful implementation. The Chairman’s comaenta this 
morning on his visit to Egypt are ind88d heartening and reassuring 
with respect to the determination of the Egyptian authorities to 
proceed vigorously with adjustment in order to realize the 
positive prospects of the Egyptian economy. 

The program before ua is strong, ambitious, and compre- 
h8MiV8. Any doubt about this fact could be easily dispelled by 
looking at Table 5 of th8 staff report. Excluding the addition81 
expenditures owing to restructuring, the fiscal effort to the end 
of the present calendar year will amount to about 18.7 percent of 
GDP. It should be noted that moat of this effort is in the form 
of prior actions on the revenu8 side of the balance sheet. The 
fiscal effort 8m?iSag8d for fiscal year 1992193 is also 
impressive, although not yet quantified. 

The list of structural reforms in Appendix IV of the staff 
report, the far-reaching private sector investment policy, the 
exchange system reform, as well as the monetary reform highlighted 
in Appendices V, VI, and VII, respectively, cannot be called 
anything but comprehensive. Hence, I agree with Hr. Finaiah that 
this program aims at a fundamental transformation of the economic 
system through a critical mass of reform that is being implemented 
at an ambitious pace. 

Therefore, my main conclusion is exactly that of the staff: 
the progrti is likely to tax the implementation capacity of the 
authorities. However, this should not be a cause for despair or 
complacency but, rather, should be a call for an exemplery effort 
of collaboration between the Fund, the World Bank, and the 
Egyptian authorities to ensure that this ambitious program is 
implemented successfully. '&is is critical if economic growth is 
to be resuscitated after three lean years of negative real growth. 
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After all, this is e relatively poor country, with more than 
50 million people and s GDP of only $28 billion. In this regard, 
I welcome the creation of the social safety net, which should 
contribute to ameliorating the hardship incurred by the most 
vulnerable segment of Egyptian society. 

In addition to these general remarks, I have a few specific 
comaems. On fiscal policy, I believe that the Egyptian 
authorities have just made a suk:tantial down payment on fiscal 
consolidation. The record of excessively expansionary fiscal 
policies appears to have been brought under control with this 
program, particularly through the revenue-enhancement measures 
that have been, or will be, implemented. Host significantly, the 
budget for 1991/92 is projected to register a primary surplus for 
the first time in years. However, the challenge remains that of 
improving tax administration, so as to bring about the realization 
of the system's revenue potential. Another challenge in this area 
is to initiate an expenditure rationalization process, whereby 
more prominence is given to expenditures that enhance the 
investment: and productivity potential of the economy in the medium 
and long run. I am glad to note that the staff has alluded to the 
importance of increasing expenditures on operations and 
maintenance. It is my hope that the ratio of investment spending 
will also not decline but, rather, rise over time. 

On monetary policy, th6 shift to instruments of indirect 
monetary control and the introduction of the treasury bill 
auctions should enhance the transparency of financial market 
transactions and allow the authorities to influence financial 
markets in a prudent and predictable way. Moreover, the reduction 
of excessive government borrowing and an effective solution of the 
liquidity overhang should create a virtuous circle of containing 
inflation and remonetizing the ccl?nomy. A corollary of such 
developments will be the attainment of positive, and eventually 
declining, real interest rates, as well as a crowding-in of 
private borrowing-cum-investment. Furthermore, the restructuring 
of some comercial banks in the context of a broader reform of the 
financial system should invigorate the process of financial 
intermediation. The financial sector of the economy should be 
able to support the real sector in efficiently allocating the 
scarce resources of the economy if economic growth is to be 
regained and high unemployment is to be reduced. 

On the external accounts, I believe that the authorities heve 
mad8 the eight decision in simplifying the exchange rate system by 
reducing it to two tiers, with the wedge not to exceed 5 percent. 
This should make the unification of the system in February 1992 a 
mere formality. However, what is significant is that this is 
happening at a time when foreign trade is being liberalized at a 
pace such that, according 50 the staff, “by mid-1993, foreign 
trade will be almost free of nontariff barriers, virtually all 
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cropping and price controls and input subsidies in agriculture 
will have been eliminated, and 90 percent of manufactured 
production will be sold at freely determined market prices." I 
wish we could say the same about most of the membership, 
especially those members with a greater impact on the world 
economy. 

Egypt's external position is determined predominantly by 
workers' remittances, oil exports, and revenues from tourism. 
However, Egypt is a populous country with a great potential for 
other exports. While noting the assumption in the program of a 
10 percent real increase in non-oil exporics, I believe this should 
have received greater attention in the staff report, especially 
with regard to the diversification of exports. In addition, 
attracting foreign investment, particularly in the export sector, 
should be emphasized by complementing the ambitious law on private 
investment with the elimination of bureaucratic barriers to 
foreign investment. 

In addition, I agree with the staff that the authorities need 
to follow prudent external borrowing policies, lest the debt- 
servicing probless of the recent past recur. In this regard, the 
debt relief awarded to Egypt by the United States and the Gulf 
Cooperation Council (GCC) members, as well as that anticipated 
from the Paris Club, should augur well for the future. It is my 
hope that the Paris Club will send positive signals about Egypt's 
future debt profile. 

@n the energy policy, the recent measures taken by the 
authorities, combined with the decline in international oil 
prices, should bring domestic prices to, or even higher than, the 
agreed ratio of internationalsequivalence. However, the 
efficiency of the utilization of energy sources should be the main 
concern. Given that domestic gasoline prices in Egypt are higher 
than international levels, could the staff indicate why Egypt 
consumes such a large amount of fuel oil, which appears to be the 
culprit in this issue? 

In conclusion, I would like to urge all involved to do all 
they can to ensure the successful implementation of this ambitious 
program. The F'und can, through technical assistance and 
follow-up, help in this endeavor. At this juncture, it is well 
worth noting that the ;ruccess of this program has positive 
spillover effects in the region that should not be underestimated. 
I,t is my hope that Egypt will be able to crown the success of this 
program with a follow-up arrangement that enjoys a more 
commensurate level of access than has been necessary for this 
stand-by arrangement. 

With these remarks, I support the proposed decisions. 
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hr. Dawson made the following statement: 

We are very pleased that Egypt and the Fund have at last 
reached agreement on an economic program that can be supported 
with Fund resources. In our view, this agreement is significant 
in several respects. . 

First, it marks a serious effort on the part of the 
Goverrxnent to address Egypt's economic problems in a comprehensive 
way. Hr. Finaish has aptly described this effort as "...nothing 
less than a funtintal transformation of the economic system." 
Second, the agreement comes at a very propitious moment, when the 
support of the international community for Egypt's adjustment 
efforts is exceptionally strong, providing an exceptional 
opportunity for Egypt to carry out a comprehensive adjustment 
program. Indeed, the external assistance nobilized for Egypt 
through the GCFCG has provided a critical boost to the 
authorities' confidence in their ability to undertake a 
far-reaching program of this kind. Finally, the agreement is the 
result of extraordinary efforts on the part of Egypt and the Fund, 
and I would like to commend the Egyptian authorities, the staff, 
and management for their perseverance throughout a particularly 
difficult series of negotiations. 

Reaching an agreement with the Fund is a considerable 
achievement in and of itself, but it is only the first step in a 
long process of economic reform. It is therefore essential that 
Egypt seize this opportunity to make substantial and lasting 
improvements in the structure and functioning of its economy. 

The central objective of Egypt's reform effort should be to 
establisb the conditions necessary for a dynamic private sector 
that is capable of sustaining high levels of noninflationary 
growth and employment generation. This, in turn, will require 
strict adherence to fiscal and monetary stabilization policies to 
reduce the size of the budget and current account deficits and 
bring down inflation. At the same time, market-determined price 
signals must be allowed to guide resource allocation, and the 
economy as a whole must be opened to domestic and foreign 
competition. 

The authorities have made some substantial progress in this 
direction through their prior actions, but their efforts cannot 
stop there. On the fiscal side, important deficit-reducing 
measures have recently been taken and other measures are planned 
for later this calendar year, and by 1992 they should*result in a 
very large reduction in the deficit as a share of GDP. Yet, as 
ambitious as the fiscal program is, at 6.5 percent of GDP, the 
size of the budget deficit 8s a share of GDP will still be quite 
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large in 1992/93, indicating the need for continued adjustment 
beyond the program period. 

The principal effort so far has been on raising revenues, 
which is certainly necessary and probably unavoidable in the short 
aan. However, in the future, much more emphasis will need to be 
placed en cutting expenditures as well. !I% aiuil ae!iWiM$ refWln 
to be undertaken with Ubrld Bank assistsncs, furthor Guts in 
subsidies, and better targeting of remaining subsidies could 
provide substantial budgetary savings. I would also add that the 
program's trade liberalization goal will require less reliance on 
high customs duties as a major source of revenue. 

A tight credit program is essential to contain inflationary 
pressures, and within this program, it will be important to 
contain credit expansion to the public sector so as to leave as 
much room as possible for credit to the private sector. At the 
same time, the authorities need to establish the appropriate 
monetary conditions so that interest rates will be positive in 
real terms and perform their intended role in resource allocation. 
The establishment of a treasury bill market is a ve:y positive 
step, but the authorities need to work with the Fund staff to 
ensure that it operates properly. Likewise, a market-determined 
exchange rate is critical to improve domestic price signals and 
current account performance. Hence, we also attach great 
importance to a freely functioning secondary exchange market and 
look forward to the unification of the exchange system by February 
1992, as agreed. 

It should be clear that this program is, in many senses, an 
ambitious one. It calls for large reductions in Egypt's f'mcal 
and current acco.mt deficits, ,as well as significant price 
adjustments and institutional changes, Nevertheless, some 
important aspects of the necessary structural change, such as 
privatization of state enterprises and full price and trade 
liberalization, will occur only over a number of years. While 
there are understandable reasons why the Egyptian authorities have 
opted for this slower pace of structural reform, it must be 
recognized that there is some additional risk attached to this 
approach. 

The success of the strategy depends upon the private sector 
providing new impetus for growth and employment, but without rapid 
structural change, the private sector may be slow to take up the 
slack in the economy. In short, Egypt may see a longer period of 
contraction before the benefits of adjustment are felt, possibly 
undermining domestic support for the program. In this:context, it 
is troubling that per capita GDP growth is projected to become 
positive only in 1995/96. Thus, we would urge the authorities to 
bear the risk of gradualism.in mind and to look for ways to 
accelerate the pace of adjustment where possible. In any event, 
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the authorities must avoid any delays in the timetable agreed with 
the Fund. The authorities should also expedite the establishment 
of the Social Fund in order to mitigate the hardships faced by 
vulnerable segments of society as the adjustment program proceeds. 

Although we are very encouraged that Egypt has reached this 
agreement with the Fund, it is still abundantly clear that, in 
addition to Egypt's own adjustment efforts, large amounts of 
external assistance, including debt reduction, will be needed to 
Close future financing gaps. The United States has already 
canceled almost $7 billion in bilateral debt, and we hope other 
creditors will also come forward with comparable relief. 

In conclusion, we support Egypt's stand-by request. The 
program it supports maps out a difficult but, we believe, feasible 
adjustment path for Egypt to follow. We hope that with the 
continued diligence of the authorities and the Fund staff, we will 
be kn a position to consider a longer-term arrangement for Egypt 
in due course. 

Mr. Landau made the following statement: 

My authorities warmly welcome the conclusion of an agreement 
between Egypt and the Fund. They are convinced that such an 
agreement is indispensable to help Egypt solve its difficulties 
.and renew its growth. As we all know, the negotiations have been 
a long and difficult process, but we believe that this long 
maturing period has proved fruitful, judging by the compre- 
hensiveness of the program before us. Comprehensiveness appears, 
indeed, to be the main characteristic of this program, since it 
encompasses all the areas of structural reforms as well as a 
strict macroeconomic framework. 

I will deal successively with the package of structural 
reforms, the adjustment measures, and, finally, the external 
prospects and the debt problem. 

In one sense, the program before us has avoided the question 
of sequencing by addressing most issues in a simultaneous way, 
with the exception of privatization, which, for the most part, 
will follow a period of what we could call "corporatization" of 
public enterprises. 

The first group of reforms, consisting of price liberal- 
isation and exchange and trade reforms, will be essential in order 
to reduce price distortions and restore a structure of relative 
prices more in line with international markets. Price distortions 
have had a damaging effect in Egypt, especially for those products 
for which Egypt is both a producer and a consumer and in which it 
enjoys a comparative advantage. Such is the case, for instance, 
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with energy prices, which explains why consumption of petroleum 
products has grown by 7 percent a year during the last decade and 
net oil exports fell to 36 percent of production. Price 
distortions also encouraged the maintenance of inefficient energy- 
intensive industries with adverse consequences for the 
environment. It is also time that the low procurement prices for 
cotton, which halve resulted Ln a continuing reduction in 
prodaction to the benefit of other products in which Egypt has no 
comparative advantage, are raised. Therefore, we warmly welcome 
the envisaged measures agreed by the authorities with the F'und and 
the World Bank. 

Exchange and trade liberalization will be an indispensable 
complement to price liberalization and will allow for an adequate 
structure of international prices to be fully reflected in the 
internal market. Therefore, we welcome the reform of the exchange 
system, whose first steps have already been implemented. The 
introduction of a dual system, led by the rate cleared on the free 
market, and the prospect for unification in less than one year is 
certainly an important 'move for the Egyptian authorities. It is, 
of course, important that the authorities ensure a proper 
functioning of the market by accelerating the licensing of the 
nonbank dealers. 

The progressive elimination of quantitative restrictions will 
also be essential in the process of redeployment of resources in 
Egypt. 

All these measures should have a positive impact on the 
supply side of the economy. The envisaged measures of investment 
decontrol are thtirefore indispensable to ensure a rapid positive 
response of the private sector, In this respect, perhaps the 
adoption of a unified investment law, envisaged for only end-1993, 
could be brought forward to an earlier date. I would welcome any 
comment by the staff in this regard. 

The second important element of the structural reform package 
is the reform of public enterprises. The authorities have opted 
for a first step in which public enterprises are given more 
autonomy and accountability in an environment similar to that of 
the private sector. The creation of holding companies, fully 
responsible for the profitability of their affiliates, should 
contribute to the success of this first step in view of the future 
privatization plan. We fully endorse the authorities' intentions 
in this area, including the plans to sell over 2,000 small 
economic units owned by local governments. The initial phase 
should be accompanied by an intense restructuring of these 
enterprises, including the closing down of loss-making ones. I 
also share the staff's view that cross-subsidization within the 
different groups should be avoided to the extent possible. 
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The whole package of reforms will be implemented in a 
gradualist manner in the period up to 1995/96. The staff clearly 
points to the risks involved with too slow a pace in the 
implementation of the reforma. Nevertheless, my authorities 
beiieve that the special circumstances that prevail in Egypt and 
the risks of social disruptions justify such an approach. One can 
hope, furthermore, that if a clear timetable of reform is 
established and agree&upon with economic agents, it would create 
a favorable climate for investment and growth. In such a context, 
the authorities should be careful to implement all the measures as 
scheduled and accelerate some of them, circumstances permitting, 
in order to consolidate the return of confidence. A timely and 
complete implementation of the program should send the right 
signal to economic agents and influence expectations. 

Let me now turn to the adjustment program. 

We welcome the significant measures of adjustment taken by 
the authorities, since an appropriate macroeconomic framework will 
be necessary to the whole process aimed at releasing resources to 
the private sector and reviving growth. 

Fiscal policy will play a crucial role in this process, end, 
clearly, the measures adopted so far, amounting to 7.5 percent of 
GDP on a 12-month basis, are ambitious. We are also quite 
encouraged by the very detailed schedule of measures agreed upon, 
which should aim at reducing the public sector deficit tg 
10.3 percent of GDP in 1991/92 and 6.5 percent of GDP in 1994/95. 
The introduction of the General Sales Tax is certainly an 
important measure. Its extension and conversion into a value- 
added tax will be especially critical to the success of the 
program. Furthermore, the adjustment of public prices, and energy 
prices in particular, will play a significant role in enhancing 
revenues. On the expenditure side, the progressive reduction of 
subsidies as well as the limitation of salary outlays will play a 
significant role in limiting the deficit. The authorities' 
commitment to limit the increase in the wage bill to 16.4 percent 
in 1991/92 is also a very positive sign. 

Monetary and credit policies will be essential in order to 
avoid the substantial price increases and ensure that the presence 
of a monetary overhang does not initiate an inflationary process. 
Furthermore, the policy of low and negative real interest rates 
pursued se, far by the authorities has led to an increasing 
dollarization of the economy. 

Therefore, we consider the adoption of the monetary reform as 
essential. The introduction of weekly auctions of treasury bills 
and the elimination of interest rate ceilings are important steps 
in the introduction of a more flexible, market-oriented monetary 
policy. As could be expected, the initial operations of the 





- 17 - EiUt/91/65 - S/17/91 

8ystem have proved somewhat hesitant, and prompt corrective 
measures have been adopted to ensure a smooth functioning of the 
market. In the msantims, it is essential that traditional credit 
controls be maintained in order to strictly control credit 
exparmion. 

Lastly, I will turn to the external prospects and the debt 
fosua . . 

The staff report makes a vary clear and convincing case for 
the neceuaity of debt reduction so that Egypt can return to 
external viability. In the very short run, substantial grants and 
loans have largely offset the impact of the Middle East crisis, 
resulting in an overall payments surplus of $0.9 billion in 
1990/91. The staff projects that the balance of payments will 
return to deficit aa soon as next year, with exceptional financing 
needs of about $1;7 billion annually in the years ahead. I wonder 
whether these assumptions are too pessimistic and whether they 
take into account all the contributions coaPPitted to Egypt during 
the Uiddle East crisis. I would welcome any staff comment on this 
point. Nevertheless, levels of interest payments equivalent to 
9 percent of GDP are a clear indicator of the extent of the debt 
overhang. Therefore, we believe that substantial debt reduction 
is needed in order to ensure the confidence fn the process of 
reform and adjustment. 

Next week, the Paris Club will meet on this issue, and France 
will support a debt reductfon equivalent in net present value 
terms to SO percent of the stock of debt. We are also willing to 
considsr possible debt-conversion operations. Precise aodslfties 
will be &fined next week and will carefully take into account the 
Rznd's balance of payments projections. AS mentioned in the staff 
report, the international reserves targets will need to be 
adjusted according to the precise modalities of the agreement. 

We also hope that other creditors will grant comparable terms 
to Egypt, since we are particularly attached to an equitable 
burden sharing. On this issue, we believe that the assumptions 
incorporated in the staff report-- rescheduling of 100 percent of 
the principal and new money-- do not totally meet this objective of 
comparability of treatment. 

In conclusion, let me say that my authorities wish the 
Egyptian authorities every success in the ambitious program of 
reform on which they have embarked. 
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Hr. Fogelholm made the following statement: 

I join my colleagues in welcoming the agreement between 
Egypt and the Fund, which indeed took an extraordinarily long time 
to conclude. Hy authorities believe that this program will 
provide the basis for a considerable strengthening of Egypt's 
economy, but, as a minimum, this will require that the previous 
problem of slack policy implementation does not resurface. Thus, 
I em pleased to note that the prior actions, which were to be 
completed by mid-gay, have been executed broadly according to 
plan. I am also encouraged by the Chairman’s opening remarks as 
regards the pronounced commitments to reform, and possibly even to 
accelerated reform, by the authorities. 

However, looking at the program before us, this chair is 
nonetheless concerned about its relatively slow timetable. 
Although the Egyptian authorities have, indeed, moved on many 
policy fronts, and although a number of prior actions have been 
implemented, the economic program still consists, to a large 
extent, of intentions and plans for future action. Therefore, and 
in light of Egypt's urlsatisfactory track record of program 
implementation and the exceptionally favorable short-term 
financing situation, the program should preferably have been more 
front-loaded, as more rapid implementation of the reforms would 
provide a better safeguard against problems that may arise from 
the impact of unfavorable external developments. We also endorse 
the staff's view that the gradualist approach implies large costs, 
and we cannot really accept Hr. Finaish's arguments against a more 
rapid adjustment. Experience gained from other countries would 
not seem to support his view. More ambitious fiscal retrenchment, 
combined with a strict monetary policy and measures to abolish 
structural rigidities in the economy, should fairly quickly 
counteract the initial price shock of the faster liberalization of 
prices and cuts in subsidies. Efficient use of the established 
Social Fund could--to our mind--have facilitated faster policy 
implementation without incurring the feared social consequences. 

I am also somewhat doubtful about the realism of the current 
timetable for some of the reforms in the pipeline. For instance, 
the Government is planning a series of reforms in the area of 
personal and corporate income taxation. But as we all know, such 
reforms may --even in a developed economy--easily take years to 
prepare and implement. With the timetable set for these 
reforms--namely, mid-1992--one can question whether they can be 
introduced on time, as the preparatory work has barely begun. 

Achieving macroeconomic stability is going to be.crucial to 
the success of the reform program; consequently, it is imperative 
that the current liquidity overhang in the economy be rapidly 
eliminated. For this reason, the authorities should strictly 
adhere to the plans to red&e the public sector deficit. 
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Initially, this will be attained mainly by increasing revenues. 
However, it will beccme necarsary as soon as possible to place 
greater uphasis on expenditure reduction, not the least to cut 
subsidies. 

In general, the role of the public sector should be lessened. 
In this context, the privatization program is crucial, and ay 
authorities are concern&d about the expected slow pace of this 
process and the unner in which the authorities plan to execute 
it--specifically, the intention to employ holding companies. Like 
the staff, I am doubtful about the efficacy of this approach. 

Another cornerstone of the reform process is the efficient 
allocation of resources. To that end, a realistic price structure 
must be quickly established, which, inter alia, requires that 
interest rates be market baaed. In this connection, it is 
disquieting that positive real rates will not be achieved until 
fiscal year 1992/93. It is equally disturbing that decontrol of 
the domestic pricing system is not expected to be complete until 
mid-1995. 

Specifically on the energy price adjustment, which this chair 
also considers to be too slow, we would be interested to learn how 
this agreement was arrived at, in light of the different views on 
this iaaue at the Fund and the World Bank earlier on. 

As regards exchange rate policy, aside from the importance of 
observing the performance criterion to abolish the multiple 
currency practices, it is essential that the authorities adhere to 
a pol,icy that will enable Egypt to service its external debt. 
Moreover, the Government will need to abstain from any kind of 
intervention in the money and currency markets so as not to 
distort their proper functioning. Here, I refer to the emergence 
of parallel exchange markets even after the reform of the foreign 
exchange system in late Febwry of this year. This would seem to 
indicate that the Egyptian authorities have not fully lived up to 
their intentions in this area. 

Another worrying feature, on which I would appreciate the 
staff‘s c-nta, is the fact that the real, economy seems to react 
only modestly to the more flexible exchange rate policy, which I 
assuxe will be the result of the unification of exchange rates. 
The staff's base scenario provides us with projections suggesting 
that the current account will be improving over the decade. 
However, this is due to an expected strengthening of the services 
balance and an increase in workers' remittances, both of which are 
uncertain, even though plausible, outcomes. The trade balance, 
however, uhich more fundamentally reflects the developments in the 
real economy, is expected to continually deteriorate in absolute 
terms. I am somewhat surprised that the combination of the 
revised foreign exchange rate policy and structural reforms is not 
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expected to produce an improved trade balance over a period of 10 
years. l9evertheleaa, if that is the case, questions can be asked 
about whather a program failing to bring about such a basic 
imprmmnnt over the medium, or even long, term will gain the 
confidence of the outside world. 

It is clear that only a credible economic program and its 
strict irplwntation will make it possible for Egypt to cover the 
remnining relatively large financier, gap. Credibility is 
particularly important for Egypt's tbility to attract financing 
over tha mdium term, considering th.\t the negotiations have only 
just begun. 

In this connection, and here I refer to the staff appraisal-- 
first paragraph on page 48 of the staff report--my authorities 
would be interested to knov what is meant by "continuous or 
permanent exceptional assistance." It would seem that the 
prospect of securing exceptional support on a continuing or 
permanent basis appears limited. Furthermore--in reading the end 
of that same sentence, which says that the assistance should take 
a form that does not "exacerbate these gaps"--are we to understand 
that the external situation is such that the staff is proposing 
that Egypt be extended only concessional financing or be granted 
debt relief7 A final question on this issue: with reference to 
page 8 of the staff report, we would be interested to know which 
"other donors0 than the Paris Club the Fund management intends to 
approach in or&r to get assurances of debt relief and aid. 

As the need for close monitoring of the program's progress is 
obvious, we are pleased to see this aspect emphasized. We, of 
course, share the staff's view that if at any time the program 
risks going off track, sufficiently strong corrective policy 
measures must be taken immediately in order to maintain confidence 
in the progrsm. 

To conclude, this program is an important beginning to 
balanced economic development in Egypt; however, the pace of 
reform is clearly a cause for concern and should, if at all 
possible, be accelerated, for instance, in connection with 
upcoming program reviews. In light of the many important prior 
actions already undertaken, this chair is willing to give the 
Egyptian authorities the benefit of the doubt and accept the 
stand-by arrangement before us. Nonetheless, we would like to 
stress that the Fund’s support for the program should be 
reconsidered if deviations emerge from this relatively weak 
program. It is also much too early to start talking about an 
augmentation of the progrsm. 
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Mr. ICabbaj made the following l tatemnt: 

Ue wmlc~ this Article IV ccnsultation with the Arab 
Republic of Egypt and comaand the authorftier for their 
l teadhatnaaa and paraoverance in launching a solid and credible 
ma&m-term program to be rupported by the Rmd through a stand-by 
arrangemant . Aa indicated in the cumprehenaive staff report and 
Hr. Finabh'a interertfne statemat, the long time taken to reach 
such an agreement is due to the complexity of the situation and 
the naceaaity to garner the necessary public support for this 
iqortantundertaking. 

In&ad, economic growth has slowed markedly during recent 
years and has even become negative, and inflation has accelerated 
to unsustainable levels. The budget deficit remained at about 
20 percent of GDP, while the external current account deficit-- 
excluding official truufera --hovered around 12 percent of GDP. 
The reasons for this worrisome situation are well known. Despite 
continuous efforts at economic reform, the economy of Egypt has 
been sufferin& from dacadea of state controls, distortions, 
inadequ8te exchange and interest rate policies, and expansionary 
f i-i81 policies. Horeover, the meaaurea taken to correct these 
large imbalances were not conceived in a comprehensive framework 
andweretoo gradual. 

Another important element that contributed to the 
deterioration of the economy is the high and unbearable level of 
the external debt--despite the w&at &bt relief provided to 
Egypt in 1987. This level is one of the highest in the world, 
with ratios of outstanding &bt to GDP of 120 percent and interest 
payments to GDP of 9 percent. In this regard, we note that recent 
initiatives by creditors to reduce this debt burden have 
contributad to encouraging Egypt to embark on the ambitious 
program we are considering today. 

Ye agree with the objectives of the program and find them 
appropriate. It is indeed vital that the Egyptian economy be 
transformed into a %ecentralized market-baaed, outward-oriented 
ecollolyI' to uae the words of the staff report, and one in which a 
revitalised private sector is encouraged by a stable and 
competitive environment. We believe that the coursgeous financial 
meaauraa t&an so far and the ambitious program of structural 
reforms are steps in the right direction. 

It would probably have been preferable to have a speedier 
pace of implemetntation of these reforms, but we tend to agree with 
the authoritiea that account should be taken of social-and 
political constraints if we are to avoid a repetition of past 
rejections of the adjustment process. We are encouraged in this 
regard by the comnitment of-the authorities to keep the pace of 
implementation under review in the light of circumstances, and we 
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hope that this possibility will be realized if circumstances 
warrant, especially where encouragements to the private sector are 
concernad. 

Similarly, we are surprised by the modest rates of economic 
recovery projected in the program. After all, the program is both 
bold and comprehenaiva, and one would expect in such cases a 
apeadler reaponae . Is 'the debt forgiveness expected from Paris 
Club creditors likely to sizably change the outcome? If not, we 
would be concerned that the support for the painful adjustment 
measures could wane before Kgypt is on more solid ground. This is 
especially true, because, as recognited by the staff and the 
authorities, the program entails a high social coat, at least in 
its first phase. We note the actions taken in the framework of 
the program to address thase issues, but have the feeling that the 
amounts emriaaged under the social fund and extrabudgetary 
inveatmnt are not comenaurate with the magnitude of the problem. 

This being said, we encourage the authorities to persevere 
with the implementation of the program, for this is a unique 
opportunity for Egypt to rebuild its economy. However, like 
Xr. Pfnaiah, we feel that this comprehensive medium-term program 
would have qualified for support in the form of an extended 
arrangement or an enl,anced structural adjustment arrangement, and, 
hence, the present stand-by arrangement should be considered as a 
bridge toward a more appropriate form of support. In this regard, 
we wish to support l4r. Finalah's suggestion that Egypt be added to 
the list of ESAF-eligible countries, and we agree that this 
eligibility is justified by both the per capita income and the 
balance of payments need of Egypt. 

Finally, we believe that,the progrsm before us deserves the 
full support of the Fund, the World Bank, and the rest of the 
financial comunity. Us hope that the forthcoming meeting of the 
Paris Club will recognise the difficult situation of Egypt and its 
big efforts at adjusting by granting generous terms for the 
necessary debt relief. In this regard, we fully support the 
staff's and Hr. Pinaish's suggestion that this relief take the 
form of a substantial and lasting reduction in the heavy debt 
burden. 

In closing, we support the proposed decisions. 

&r. Clark &ie the following statement: 

Like other speakers, we welcome the Egyptian authorities’ 
commitment to a fundamental restructuring of their economy end 
thrzir desire to do so in the context of a Fund stand-by 
arrangement. The prior actions that the authorities have taken 
provide encouraging reassurance of this commitment to reform, as 
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do the ChaIrman’s comenta and those of Mr. Pinaiah this morning. 
Noaethaleaa, aftor rwding the rtaff report, and particularly the 
staff appraiul, we camot help but exprear some concerna 
regar&ng the adequacy of the program. 

Theto is no doubt that the aabitiouaneaa of the programed 
fiscal & mtntuy adjuatmanta would raiao concerma regarding 
tbalr l ttaiaabillty in'any Fund program. Howevmr, in rg view, 
these rlaka are ugnlflod considerably aa a result of the 
authorftiea~ tillingnaaa to adopt anly a relaxed pace of 
structural reform. Wnlike Mr. Pinaiah, I feel that, given the 
prlco and other dlstortlma under which the ggyptian l conoop now 
labora, thfa gradual approach places the program's ucroeconomic 
and structural l djustnnt objectives at some risk. In particular, 
ona haa ta ba concernad that the decline in output projected for 
this fiscal year, u well u that experienced in 1990/91, has been 
exacerbated by this gradual approach to reform I would, 
therefore, strongly encourage the authorities to uae every 
opportunity to accelerate, rather than delay, the reform process. 

Let ma now cement briefly on son of the l pecifica of the 
program. 

As I have already mentioned, the program's fiscal objectives 
are ad8itloua. Nonetheless, if the authorities ere successful in 
reducing the fiscal deficit by lb percentage points of GDP over 
- y-r*. as well as introducing the planned structural revenue 
awl expenditure meuurea, they will have laid the groundwork for a 
durable solution to their fiscal problems. However, we canuot 
help but be concerned regarding the authorities' ability to meet 
these difficult objectives. 

Hare specifically, VI have some doubts regarding the 
antfcipeted yield of the General Sales Tax (GST). The expectation 
of gross receipts of 3 porcent of GDP l eeu optimistic given 
Egypt’s relatively narrow industrial hue. the scope of 
exemptious, and put difficulties with tax l dainistration. In 
addition, on the l xpeadituxe aide, the program calls for 
relatively fizm control ovar the growth of aonintereat -m-rent 
outlays. Nonetheless, the level of subsidiea remains excessive. 
In this context, the authorities' price liberalization policy 
appears overly tentative, especially in view of the extremely 
large disparities between world and doaestic prices that pervade 
the agricultural and induatrial sectors. 

I was also concerned that the public enterprise refora could 
provide a vehicle for simply placing expenditures off budget, 
rather than result in meaningful improvements in efficiency. For 
example, the progrsmaed iaproveaent in the fiscal position results 
partly from taking off budget public enterprise investment. 
Similarly, the fact that holding companies vi11 be permitted to 





cross subaidixe enterprises may also artificially deprese recorded 
fiscal aubaidlea. Finally, the experience of Eastern Europe 
-ata that the creation of holding companieo will not result in 
meaningful efficiency gaina until the domestic and external trade 
ayatem ia fully liberelired and public enterprises face increased 
capotition. 

Tb staff report also notes that the increase in the vage 
bill vi11 be limited to 16.4 percent in 1991/92, while a 
15 percoat reduction in real expenditures is expected in 1992/93. 
I uumder whether the staff could elaborate on how theme relatively 
ubitioua targetr vi11 be achieved, given that, as we understand 
it, tBm recent introduction of the CST legislation was accompanied 
by an announcement of 5 percent bonuses for public employees as 
veil aa 15 percent increases in civil menrice salaries and 
penaion8. 

On the monetary front, the program's restrictive uonetary 
growth target appears necessary, given the liquidity overhang that 
vas created in 1990/91. However, despite a number of reforms to 
the financial l ymte8, I am concerned that the authorities are not 
yet in a position to implement monetary policy effectively. 

Pirat. the staff report's description of continued interest 
rata Inflexibility cuts &ubt on the program's target for a 
virtual doubling of aevingo deporit rates. It would appear that 
despite a umber of otepo to introduce more market-oriented 
instrumentm of monetary control, important distortions remain in 
the interest rate structure, vhich will only begin to be addressed 
later this year. 

Second, I vaa puzzled by the authorities' decision to 
ramtrict banks with excess liquid balances from bidding 
competitively at treasury bill auctions. The description in the 
staff report suggasted that the authorities were concerned that if 
banks vere alloved to bid freely at the auction, the interest rate 
vould be bid to too lov a level. In our view, it would seem more 
consistent with the goal of financial xarket reform to forgo such 
artificial and distortive constraints over bank behavior and 
sfmply ensure that the supply of treasury bills 8t the suction was 
sufficient to ensure the desired interest rate objective. 

Third, ve found it difficult to reconcile the target for 
private sector credit with the objective of increasing private 
fmreatmeni. As bank credit to the private sector is expected LO 
increase by only 14 percent in 1991/92, coapered with inflation of 
32 percent, real credit will decline markedl:. I von&zr whether 
the staff could elaborate on how the expected increase in private 
investment vi11 be financed. 
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On the external front, we were also concerned about the 
apparent continuation of distortion6 in the exchange rate 6yatex. 
In particular, it is unfortunate that soon after the recent 
reform, which replaced the previous regime of three exchange rates 
with a dual exchange rate system, a third exchange rate has 
re-emerged. Horeover, we would asmme that the balance of 
payments projectiona for the program period were, at leaat 
partially, predicated on the aubatantial depreciation of the 
Egyptian pound, vhich ham only partially occurred. Like the 
ataff, ue coIpBi&r it Vital to eliminate the administrative 
constraints that have limited the participation of foreign 
exchange &alera in the free market. 

Fiually, we trust that the upcoming Paris Club disCus6fOns of 
Egypt's external debt aituation will have a satisfactory outcome. 
Debt reduction can help in some circrtactanceo to promote private 
sector confidence and a return to external viability, but not by 
itaelf. In our view, Egypt's growth prospects have been 
constreined, its external accounts have bean eroded, and business 
coufi&nce has been stifled largely a6 a result of inappropriate 
fiscal policies and pervasive admini6trative distortions. A 
reduction in Bgypt's external debt, like the financial resources 
it has l lready received, can provide only a temporary window of 
opportunity to address the8e more fundamental i66ws. Therefore, 
we encourage the authorities to make careful we of this 
opportunity to accelerate the pace of structural reform. 

With theme comenta, we can lend our support to the proposed 
&cisions, and vi6h the SUthOrftfeS 6Ucce66 in putting their 
ecom back on a path of l wtained growth and prosperity. 

Hr. Yamaxaki made the folloving 6tatement: 

At an informal meeting of Executive Director6 in 1986, I wa6 
the first to express my very strong 6upport for going ahead with 
the stand-by arrangement for Egypt. Therefore, I was very 
discouraged when I learned that, after only a short p6riod of 
time, the program failed. Since that time, I have waited a very 
long time for the 6tand-by arrangement to be taken up again by the 
Baud with the renewed determination of the Egyptian authorities. 

Having said that, I would like to welcome mo6t warmly the 
completion of the lengthy, indeed, very time cotlBuming, 
nogotiatioti between the authorities and the staff. I would also 
like to join previous speakers in comending the Egyptian 
authorities and the staff for their perseverance, trust--even in 
times of difficulty--and, above all, their strenuous efforts. 

The arrangeDent before -us is virtually the first program in 
the Widdle gast to be directly supported by the Fund since the 
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onset of the Hiddle lkPst crisis last summer. The program is very 
veil structured, comprehensive, end ambitiouu, and is blessed vith 
the firm and courageous determination of the Egyptian authorities, 
in spite of the many tistic difficulties they have had to 
overcome. Therefore, I would like to express my very strong 
support for the program for Egypt, exactly as f did four and one 
half yeus ago, wishing--and, indeed, trusting--at the 681~ time 
that this time the implementation of the program will be most 
successful. 

?he staff report is quite eloquent on the details of the 
program; therefore, at this stage of the discussion, I will 
refrain from going into the details. I welcome the staff’s 
frankness in pointing out the strengths, as well as some of the 
veaknesses, of the program and the fragility of the Egyptian 
economy in the medium term. In the same vein, Mr. Finaish’s 
statement, too, very clearly points out what is necessary for the 
authorities at this stage. In particular, I strongly believe thst 

a determined tightening of fiscal and monetary policies is 
essential in order to contain the jump in prices that is projected 
for the coming fiscal year. 

In a sense, the Egyptian economy is at 8 critical juncture. 
After long discussions with the Fund, the 8uthOrities 8re nov 
taking positive step8 toward 8 fund8mental transformation of the 
economy. However, as Hr. Finnish noted, failure to contain the 
price increases below the program target will not only undermine 
macroeconomic stability but also endanger the successful 
implementation of the structural reforms needed for this economic 
transformation. Therefore, the authorities should make every 
effort to keep up vith the fiscal snd monetary targets in the 
program and should stand ready to take addition81 measures should 
the need arise. The necessity of persevering with the prograPD is 
evident, especially in light of the fragile external situation 
projected for the medium term. The authorities should recognize 
the importance of successful implementation of the program in 
or&r to secure a more viable external position in the future. 

Winston Churchill once seid to Field h8rshall ffontgomery that 
there is no harm in sayina the same thing over and over sgain, 
provided it is right. Accordingly, I would once again like to 
encourage the authorities to implement strictly the measures in 
the program and, when possible, speed up the pace of the 
transformation of the economic system. 

With these comments, I support the proposed decisions. 

The Deputy Director of the Middle Eastern Department recalled that 
Hr. Al-Jasser had wondered why t-he level of consumption eif fuel oil, which 
amounted to 46 percent of total consumption by volume, was so high relative 
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to the consumption of other products. One of the reason8 was that half of 
the electricity produced in Egypt was generated with the use of fuel oil. 
It was very difficult, without embarking on a major shift in the energy 
generation program, to switch from fuel oil to other sources of energy. The 
second and, in the staff’s view, most important reason was that the price of 
fuel oil had been extremely low in Egypt for many yeus. Indeed, after the 
199 percent increase in June 1990, the price of fuel oil ~8s still only 
$0.09 per gallon, which was about 20-30 percent of the world price 
equivalent, calcul8ted on the basis of ex factory prices. In or&r to 
correct that situation so as to reduce fuel oil consumption and increase 
consumption of nature1 g8S, which PBS plentiful and difficult to export, two 
things had to happen: first, the price of fuel oil had to increese much 
more rapidly than the alternatives; and, second, the price of fuel oil had 
to be higher than the price of natural gas. The euthorities were aware of 
those issues, and future energy generation plans would attempt to reduce the 
ConsUmption of fuel oil and encourage the consumption of natural gas. 

The agreement on the so-called energy price adjuotment formU had, 
indeed, taken 8 long time to negotiate, the Deputy Direotor rerearked. An 
energy price adjustment formula had first been discussed in the early 1980s. 
Clearly, the present formula was not perfect; it COmp8red ex f8CtOry prices 
in Southern Europe vith retail prices in Egypt; also, adjustments were made 
infrequently, as the authorities felt that they could increase the price of 
energy only at particular times of the year. Nevertheless, it was important 
not to lose sight of the broad picture, which was that domestic energy 
prices in Egypt were extremely low by international standards. It had been 
crucial, therefore, to agree on a mechanism, however imperfect, which would 
guarantee that, over time, energy prices could reach vorld equivalence. 
Once it had become clear that the staff of the World Bank was satisfied with 
the price adjustment provided by the formula, and that the adjustment would 
provide 8 certain 8mount of fiscal resources, the Fund steff had supported 
the formula. 

The balance of payments projections were based on very preliminary 
statistics, the Deputy Director of the Hiddle Eastern Department stated. It 
appeared that, through March 1991, some items in the balance of payments had 
performed better than had been anticipated, such 8s tourism, oil exports, 
and revenue from the Suez Canal; information was not yet available on the 
performance of non-oil exports. It was possible that the projections for 
some of those items might be too pessimistic, 8s l4r. Landau had suggested; 
however, given the developments in the Middle East, particularly Kuwait and 
Iraq, which were the main destinations for Egyptian expatriate workers, 
those projections could be somewhat optimistic 8s well. The Staff W8S less 
certain about the projections for the errors and omissions item in the 
balance of payments, which included foreign direct investment. Although the 
projection for that item might be considered low, some Directors had noted 
that the operations of the exchange lnarket and the interest rate 
determination mechanism were currently somewhat hesitant, and, consequently, 
the forecast for the flow of private capital into Egypt would heve to be 
C8UtiOUs. Taking all those factors into 8CCOUnt, the staff believed that 
the base scenario contained in the staff report remained appropriate. 
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Hr. Landau said that the staff's concern about the current account of 
the balance of payments was somewhat narrover than his own concern. Could 

' the staff confirm his understanding that, taking into account the debt- 
reduction scheme and the capital resources that had been committed to Egypt 
during the Middle East crisis, there vould be no ov:trall financing gap 
through the end of 19921 

The Deputy Director of-the Hiddle Eastern Department replied that, 
vhile there would not be 8 financing gap through 1992, it might be 
necessary, at the time of the midterm review under the stand-by arrangement - 
and on the basis of the decisions of creditors in various forums, to revise 
some of the staff's estim8tes. When the b818nCe of payments projections 
were prepared, the staff did not make any assumptions about the actions of 
any of Egypt's creditors, which would clearly have an effect on the balance 
of payments prospects. 

The role of monetary reform, especially in controlling the process of 
dollarization in the economy, had concerned a number of speakers, the Deputy 
Director recalled. While it was true that an efficient interest rate 
mechanism was 8 cruc181 element in that reform, it was not the only element. 
It was also impqrtant to bear in mind that people kept their savings in the 
form of dollars because thcp wished to use them. Consequently, a properly 
functioning exchange system w~lrr equally important for the monetary reform to 
perform efficiently . Unless .the two systems complemented one another, the 
dollarization process would cc.~tinue; the progran assumed that the process 
would continue in 1991/92, since the two systems were only in their infancy. 

Preparations were already under way to complete the income tax reform 
before the end of 1993, the Deputy Director vent on. The Fund had provided 
some technical assistance, and 8 team from the Uni?ed States Agency for 
International Development was currently assisting the authorities with the 
reform. The issues were very clear; there was an obvious need to broaden 
the base of the person81 income ta%, the corporate income tax rates had to 
be reviewed, 8s some of the rates were too high, and there was an excessive 
number of exemptions thet were no longer justified. 

In light of the excessive liquidity of the four public sector banks, 
the staff was concerned that they could swamp the treasury bill market if 
they were permitted to bid at the treasury bill auction, the Deputy Director 
commented. For that reason, it was appropriate to maintain some 
restrictions on the ability of those banks to enter the process. Mr. Clark 
had wondered whether the amount of treasury bills offered at the auction 
could be varied to raise interest rates. However, the amount of treasury 
bills auctioned in the market was set to achieve the authorities' objective 
for reserve money programming and was not yet set in order to affect 
interest rates. 

There had been some concern that, given the recovery 6f investment in 
the private sector that was envisaged under the program, the credit program 
for the private sector might be loo tight, the Deputy Director of the Middle 
Eastern Department recalled. As noted by a number of Directors, the 
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definition of the private sector had been expanded, and there were a number 
of reasons why the staff believed that the credit program was appropriate. 
With the reform of prices, through price liber8liZ8tiOn and decontrol, there 
was ample scope for the private sector to increase its profitability. 
Furthermore, if there v8s one element that the private sector had not been 
short of in the past, it was credit; credit expansion had been very 
generous, and the private sector had been able to build up its balances in 
the domestic banking sector. Moreover, the private sector had been building 
up its foreign belances. The international banking statistics showed that 
the nonhank sector of Egypt had increased its deposits with foreign banks by 
$1.5 billion during the past two years. The tightness of the credit program 
V88, therefore, aimed basically at bringing back those resources. Finally, 
the staff had assumed a certain level of foreign investment under the 
program. For prudential reasons, it would be preferable not to inject too 
much liquidity into the system at the start of the reform program. 

The staff representative from the Hiddle Eastern Department recalled 
that Mr. Landau had wondered why the implementation of the unified 
investment law was being delayed until 1993. It ~8s the sGff'8 
understanding that there would be a thorough reform of the investment 
legisl8tion, which would in effect put the public sector enterprises on 8 
totally equal footing with the private sector, but that the authorities 
expected the process to take some time. In the meantime, the unified 
investment law, which was to.have been presented to the People's Assembly by 
mid-nay 1991, but was currently expected to be presented by the end of May, 
would be an important step in that direction, 8s it would remove most of the 
differences between the public and private sectors. 

The phrase in the staff report that referred to the need for the 
assurance of continuous or permanent exception81 assistance from donors and 
creditors in order to close the financing gaps, the staff representetive 
said, was not intended to offer the staff's view on the best way to proceed. 
It was merely 8 statement of fact 'that, in the staff's view, given the 
policies in place, the objectives of the program, and the existence of 
fin8ncing gaps, either continuous or permanent exception81 assistance would 
be required. It V8S not 8 policy Statement. In that connection, the 
authorities had already approached cormppercial banks and certain official 
creditors on the basis of the program with the Fund to initiate the first 
steps in that process. Those contacts were expected to continue after the 
Paris Club meeting. 

It was possible that debt relief from the Paris Club could provide 
Egypt with more resources than was necessary to close the expected financing 
g8Ps the staff representative continued. In order for such a situation to 
accelerate the prospects for growth, however, the debt relief would need to 
be accompanied by an acceleration of the implementation of measures under 
the program to remove bottlenecks, which, together with the financial 
constraint, were also constraints on growth. In any event, an important 
element of the first review of the program would be a discussion of the 
impact of debt rescheduling and debt relief and how they'should be addressed 
in the program. 
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The estimate for sales tax revenue had been derived by the staff on the 
basis of a thorough analysis of the industrial production data that were 
available to the authorities, which admittedly were not very comprehensive, 
the staff representative from the Middle Eastern Department cemented. 
Nevertheless, throughout its analysis, the staff had allowed for reasonably 
cautious estimates, which had resulted in an estimated net gain of about 
2.1 percent of GDP, after accounting for a number of consumption taxes that 
were being eliminated at the same time. The staff was reasonably confident 
that the revenue estimates would prove to be accurate if the authorities 
were able to implement the sales tax; the U.S. Agency for International 
Development had indicated that the authorities would be in a position to 
fully implement the tax by the beginning of 1992. Although the domestic 
industrial base of the sales tax was rather narrow, that tax was also 
applied to imports within the same range of products; in fact, the yield in 
revenue from the taxation of imports was greater than that from the taxation 
of competing domestic products. 

Hr. Fogelholm remarked that it was surprising that the trade balance 
was actually projected to deteriorate constantly until the year 2000, 
despite the implementation of exchange rate and structural reforms. Could 
the staff elaborate on the reasons for that projection and why the 
diversification of the economy would be insufficient to improve export 
performance relative to imports? 

The Deputy Director of the Middle Eastern Department replied that the 
trade sector was starting from a situation in which the overall level of 
imports was about $12 billion, while the level of exports was only 
$3 billion at best. Consequently, a phenomenal rate of growth of 
nontraditional exports would be required to close that gap. It should be 
borne in mind, however, that Egypt faced tremendous constraints and oil 
production was expected to fall over the medium term. The program assumed a 
10 percent increase in real terms in non-oil exports. While that projection 
was based on the staff's best understanding of current and future policies, 
it was conceivable that the projection was too optimistic. Obviously, if a 
number of the public sector monopolies that managed exports such as cotton, 
citrus fruits, and textiles, were disbanded, a much more rapid growth of 
exports could materialize. At the same time, however, a growing economy 
would also require the building up of a strong capital base--and, therefore, 
of capital goods imports-- from a level that had been, if anything, depressed 
in the past. 

Nr. Wright made the following statement: 

I would like to join other Directors in congratulating both 
‘the Egyptian authorities and management on concluding the long and 
often difficult negotiations that have produced the, comprehensive 
program now before us, I would associate myself particularly with 
what other speakers have said about the perseverance of the staff 
and the admirable detail and the clarity of its report. . 





- 31 - EIM4/91/65 - 5/17/91 

There is no doubt in my mind that this is a comprehensive and 
realf8tic program, and I give it ry full 8upport. But it 18 al80 
an uibitiou8 one, which will require great determination on the 
part of the l uthoritie8 to follow it through. Before the outbreak 
of the Hiddle Brst crf818, it was becoming very clear that action 
could not be delayed much longer. It 18 paradoxical that the 
criri8 and its aftermath made it easier for Egypt to embark on a 
program of l djurtmant .’ The conclwion of thir arrangemnt, 
pre8aged by the tim8ly implementation of prior mea8ure8, 
demon8trates the authorities' intention to take advantage of this, 
and I am confident that they will be resolute in keeping up the 
momentum. 

The importance of sustained commitment and complete 
compliance with the progrsm cannot be emphasized too strongly, and 
I would echo the Chairman"8 remarks to this effect in hi8 speech 
in Cairo last nonday. I am confident that the remaining financing 
gap8 in the staff projections will be filled by appropriately 
generous debt relief, and it is to be hoped that finance from 
within the region will also play some part. I should point out 
that the &enerous treatment that is expected from Paris Club 
creditor8 will reflect the comprehensive nature of the program and 
the authorities' demonstrable commitment to thoroughgoing reforms. 
As the Chairman also pointed out on Monday, economic adjustment in 
Egypt will certainly take more than the 18 months covered by this 
stand-by arrangement. It is clear to me that continuing clocre 
involvement with the Fund will be required in one form or another, 
and performance under this program will be an important factor in 
determining further support. 

Turning to the substance of the program, there is little I 
can add to the candid staff a praisal and what other speakers have 
said. I have only a few brie ! points of emphasis. 

Fir8t. I fully endorse the staff's urging the authorities to 
accelerate wherever possible the pace of reform, to guard against 
adjustpent fatigue and enhance creditor and &nor confidence. 
Like other Bpeakers, I can readily understand the imperative8 that 
lie behind the choice of a relatively gradualist approach, but a 
gradual path is not necessarily an easier one; the opposite may 
well be true. That is why it is particularly important that the 
authorities move ahead quickly in areas where this is possible and 
not allow the impetus of reform to be weakened where gradualism is 
necessary.. 

Second, as the staff points out, a tight financial framework 
is imperative if the substantial liberalization of theleconomy is 
not to create persistent inflationary and balance of payments 
pressures. In the fiscal area, I urge the authorities to do all 
they can to reduce subsidies further, since they account for half 
the deficit. I also strongly agree with the staff's comments on 
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the need for strict implementation of the 8ale8 tax right free the 
out8et. In the monetary area, po8itive real interest rate8 are 
088ential to re8train monetary growth, finauce the public 8ector 
&ficit outaida the banking 8y8tam, and increcue the leverage of 
monetary control by reducing the dollarization of the economy. In 
thi8 COIISYCtiOn, 1 under8tand the th3pUtp Director's COPWnt8 about 
not permitting highly liquid bank8 to lvapp the treasury bill 
market. But I tend to' agree naverthelees with Hr. Clark that the 
current relrtrictions on participation in the treasury bill auction 
are a serious inhibition on the vorking of ths market, and, like 
Mr. Clark, I remain un8ure whether the monetary objective8 of the 
program can be met uith the present structure and--perhaps core 
important--the present male of the treasury bill market. ~180 in 
the monetary field, I vould urge the authorities to give thought 
to acrengthening the banking sypstem with foreign capital by 
allowing for8ign banks to play a fuller part in the monetary and 
foreign exchange Sy8tW. 

Third, I would hope that rather greater progress can be M& 
in privatization than 18 presently etWi8aged. It is not clear to 
188 that the interim step of errtablishing holding companies will be 
altogether helpful in this respect. There seees to be a danger 
that the benefit8 of independence may be offeet to 8ome extent by 
additional adminiotrative complexity. I am concerned that the 
arrangesent allow for interenterprise transfer8 within the 
holding company, which, it 8eam8 to me, may weaken financial 
di8Cipliar, within individual companies. Perhaps the staff could 
elaborate a little further on the operation of these companies and 
c-at on the logistical con8traints on privatization. 

Finally, the program's performance criteria are accompanied 
by very specific and asytric adjustera, which I very much 
welcome as a reflection of the tightness of the program. 

Let me conclude by once again warmly welcoming this program, 
which, if rigorowrly implemented and supported by the inter- 
n8tional cm ity, will indeed represent the beginning of a new 
era for Egypt. 

Hr. Posthumus made the following statement: 

In the Chairman's luncheon address to the American Chamber of 
Commerce in Cairo a few days ago, l ae anticipated a vote of 
confidence in Egypt in the Board today. He also said that one 
important aspect of Fund assistance is that it acts as a catalyst 
and help8 mobilize financial assistance from many other sources. 
?:n the case of Egypt, there seems to have been a reversal of that 
process; indeed, the chemical process started before the catalyst 
was added, and substantial.financial assistance has' already been 
extended to Egypt before the vote of confidence. 
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I fully agree. hovever, with Hr. Finaish that the medium-term 
adjwtrant and reform program of Egypt is the culmination of a 
lengthy proce88 of di8Cu88iOn8 and consultations between the 
Egyptian authoritiea and the Rrnd and the bank. Indeed, Egypt has 
mved on many policy front8 and implemmted important mea8ure8. 
To a certain extent, danors and creditor8 may be 8een to have 
taken their decision8 in response to the important measures Egypt 
ha8 already taken 8nd;in particular, the decision to aim for a 
fund8mmtal tran8form8tion of the ecormmic 8yeten. 

The very 8Ub8tUbtid foreign U8i8t8.IlCe provided to Egypt 
h88. of cour8e, been extended to coepensate for losses that the 
economy ruffered as a result of the f4iddle East war. But the 
asoistance has also given Egypt a chance that many other countries 
suffering such losses have not had, which is to carry out a strong 
stabilization progrsm, together with what the staff calls a 
medium-term adjustment strategy, without unbearable hardship. 
Therefore, I hope that the authorities will use this unique 
0ppor-W. It should not be forgotten that the mOre gradual 
adjwtamt policy for which they have opted also means gradual 
improvemnt, and that the urket process will not start if the 
condition8 are only partially fulfilled. 

The medium-term outlook, a8 estimated by the staff, 18 
WOrd8-. I a8sume that this io 80 partly because the 
nedium-term outlook is based on the prerrent gradual adjusceent 
strategy. External financing gaps remain very high, and a debt- 
service ratio of 30 percent is, in the Egyptian situation, 
certainly n0t sustainable. In addition, 8ome of the projections 
look rather optimistic--for example, the projection8 for workers' 
remittances. Recent developwnts indicate the uncertainty of 
remittance8 as a 8ource of external incoxe, dependent as they are 
on the economic and political climate of the labor-importing 
countrie8. 

The fiscal reform8 focus on the revenue side, and revenue is 
projected to rise from its present level of 25 percent of GDP to 
38 percent of GDP in 1992/93. However, much less ettention is 
being paid to bringing &wn government expenditure, which is 
projected to decline only marginally. It is important to reduce 
the overall size of gwernment expenditure. At nearly 50 percent 
of GDP, the proportion of government expenditure in Egypt is among 
the highest in the world. Its magnitude crowds out the private 
sector; it,18 revealing to find that almost 70 percent of gross 
fixed investments are investments of the public sector. 
Furthermore, I did not find in the stsff report any targets for 
trtiing down the civil service, which, one suspects;is of 
substantial dimensions. 

An extensive subsidy system is another problem,' especially 
subsidies on production inputs. Even after a sharp increase in 
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energy prices last ye8r 8nd 8 further lncreaae th8t is rcheduled 
for this month, the t8rgeted prices will be only 46 percent of 
uorld prices. Subsidies for agrlculturul lnputa--pesticides and 
fertllitrr--will reufa in pl8ce until 1992/93. Qufte 8p8rt from 
the fiscal burden to uhich these subsidies contribute, timir 

existence prevents correct lmteatment d8clalona. 

&h fiXMIlCl8~ pOl%ZleS, I would like to mention in prrrticul8r 
lntereat r8te pollclea. Arguing for lncreulng no&n81 interest 
r8taa la the present internation climate is probably not 8 very 

populu position to t8ke. But real interest ratea in Egypt my 
become poaltlve only in 1992/93, and will then at111 remain 
relatively low c-red with internation lev8la. This tS 8 tiID0 
horlton th8t Egypt c8n 111 8fford. In 8 world vlth 8 savings 
shorkrge, 811 efforts are needed to et Ieest try to stimulate 
n8tiOMl S8VlngS. 

In conclualon, while supporting the program submitted to us 
tod8y, I urge the 8uthorltlea to strengthen 8tu-i accelercrte 
l ubat8ntl8lly lmplememt8tlon of the p8ck8ge, in particular its 
l t8blIix8tfon eI8aent. wen ff thia h8a not been egreed with the 
Rmd. tirwlse, 8 higher level of 8cceaa or 8n extended 
8rr8ng8aent uould r88lly not yet be juatlfled in py view following 
this stud-by 8rmngement. 

Hr. Coos oade the following strtemnt: 

I think most of the lmportclnt 8apecta of the program have 
already been 8ddressed by previous ape8ker8, so at this at8ge of 
the discussion I beve very little to add. gut I would like to 
join q? colleagues in welcoming the f8ct th8t PaMgement 8nd staff 
h8ve fin8lly 8greed with the Egyptian 8uthorities on 8n adjustment 
and reform progren, which goes 8 long way tOW8rd allevieting the 
concerns previously expressed by the Boerd about undue gradualism 
8nd the leek of comprehensiveness of ecrrller reform efforts. In 
the process of reaching 8n agreement, both parties have shown 
conslder8ble flexlblIlty, compared with their orlglnsl positions. 
I ar confident that the flexibility shown on the part of the 
authorities, if combined with vigorous and sustained policy 
lmplcPentatlon, vi11 yield 8 significant improvement in the 
country’s economic 8nd financial prospects. 

In this context, I was particularly heartened by the 
Ch8irran”s comments this morning about the strong commitment of 
the authorities to the program and their willingness to go faster 
and deeper than envisaged in thelr letter of intent.. The 
wlIllngness to do so and the readiness to adopt additional fiscal 
measures as needed, which is mentioned in the staff report, bode 
well for the future, as d9 the significant prior actions already 
adopted. They bode well in particular because they should help 
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brlag about improvea8nta in bualnesa confidence, investment 
activity, and per c8pita incoma levels, lmproveaenta th8t 8re 
badly ma&d in the difficult circumat8ncea of tha country. 
&X8oVW, it iS to be expected th8t convincing 8djuatwnt and 
reform efforta of tha authorltlea will contribute to m easing of 
tb eartarn resource conatr8lnt. My 8uthoritle8, like othara, 
8re villing to work constructively in the Pula Club tov8rd 8 
aubataatilr reduction fn Egypt’s extenul debt. 

Let ma conclude with 8 few observationa. My first point is 
th8t I vu aomvhat puaaled to note th8t tha coma&able effort at 
fiscal 8djuatment euvia8ged for 1991/92 la expected to be 
8ccomp8dccd by only 8 m8rgin8I improvement in the external current 
8CCo1IIlt &f iCit. This is especi8lly puazllng considering that the 
deepening of the domstlc recession that la expected for this year 
8ad tha aubatmtlcrl reduction in foreign interest peyaenta should 
be expectad to reduce much of the pressure on domestic resources. 

?Iy second point la on exch8nge rate policy. I wonder vhy the 
Egyptirn wthorltler, in opting for 8n 8ssentlalIy floating 
exchange rate aymtem, have not opted for a system th8t uses the 
exchatge r8te 8s 8 nominal 8nchor. Moreover, while velcoaing the 
intention to review the competitlveneaa of the exchqe rate 8t 
the forthcoping program reviews, I vaa aurprlaed th8t such 8 
review ma not und8rt8ken during the recent discuaaions--8t le8st 
there is notbing in the staff report to indicate that it haa takan 
pl8ce. 

My third point refers to the staff’s c8utionlng ag8lnst the 
uae of higher th8n market prices in debt conversion operations. 
In keeping with the voluntcrry charscter of such operations, the 
atrff should not get lmolved~ln pricing issues but, rather, lecrve 
them to the parties imediately coucernad. 

My fourth point is th8t I vould welcome the staff's or 
Hr. Piaalsh's cwnts on the results of recent contacts bstwaen 
the Egyptian 8uthorltles and coamerclal banks, if eny such 
contscta h8ve already taken pl8ce. 

Pinslly, on the structure of the staff report, I was 
cert8lnly among those vho enCoW8ged the staff to experriment with 
the forrat of staff papers. But, frankly speaking, I would prefer 
that we keep the focus of the staff report on macroeconomic policy 
lssws. It+ should aIso be brought out in the presentation of 
the issues: mxcroeconomlc policy issues should be presented 
first, folloved by the structurhl policy issues. 

With these remarks, I can endorse the proposed declslons. 
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Ur. Kyriuidla ude tha following st8tement: 

Egypt's request for 8 l t8nd-by 8rmngement. which I welcome 
8nd fully support, is imdaed ur iaport8nt event for both the hnd 
8d the country's 8uthorltlea. For the hnd, the request auks 
the coacluaion of 8 ngotlrting process in which 8 coxmld8r8ble 
amount of the staff’s tim 8nd effort has been invested. I 
believe that the staff should be comaended for the ability it has 
damonatr8ted in maintaining an open and fr8nk di8logue with th8 
8UtbolritfeS over 8 mmbar of difficult 8nd co8plex iaauea, end I 
elao wish to th8nk tha chairpur for his peraond irwotveaent in 
this dialogue, aa bW#bemiint which h8a beem cruci81 for the 
poaitivo concluaim of the negoti8tlona. For the Egyptian 
wthorttiea, th8 r8qUMt for 8 Fund program m8rka not the 
conclusion, but th l t8rting point of an loportant undertalrinp- 
tit. &Bptit8tfOtI Of 8 COW8gSOuS 8nd VidO-r8@Il& SCOKKdC 

reform program, which, I u awe, will not f811 to improve the 
P-f0 rmance of the economy 8nd lead to 8 more promising economic 
future for the people of Egypt. 

T& autboritiaa now f8c8 an extraordinary task, which appears 
not much different, in terms of the neceaa8ry 8dmlnlatr8tive end 
policy l fforts, from the one feted by the governments of kmtern 
gurope8a countries. An 8dded conatralnt, however, la that the 
Egyptian economy ta f8r poorer in term of productive cepacfty and 
ix&con per h88d th8n the Eutern Europe8n countries. 8nd that 
caplicatea matters conslder8bly. In fwt, the 8uthoritlea will 
hmm to uckle l imult 8MOUSly 8 fOrnid8ble 8rr8y Of Strucntr8I 8nd 
macroeconomic problem. The Staff is 8d8unt on this point when 
it l traaaea th8t .the 8NhOritles ue confronted vith 8 need to 
address rapidly lncre8alng domestic lmb818ncea urd 8n over-liquid 
economy, 8~ ~811 8s to implement ecom-wide structural. reform 
uhich have yet to reach 8 CrftfC8I m8~s.~ I fully agree with this 
point. 

As eaph8siSed by Hr. Flnalsh in his interesting statement, 
the economic program propoaed by the authorities appears to be a 
powerful tool with which to address the econonlc problems of the 
country. The progru 8ppe8rs to be comprehensive end veII 
designed. as it envisages the right mix and succession of poLlcy 
maaaurea. The challenge now la to implement the prograPl not only 
-rlthout l lfppages , but 8180 8ccording to the envisaged schedule. 
Eaperfence suggests that the success of progrms th8t have 8n 
important structurel reform content is uswrlly determined by the 
timely Md consistent implem8rmstlon of the enviseged policy 
meaaurea, and I vould therefore strongly encourage the authorities 
to &here strictly to the schedule of me8sures presented in the 
st8ff report. In this regard, I ss encouraged to note that the 
prior actions agreed with the staff have been broadly implemented. 
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The problem of full and timely lmplerPent8tlon is particularly 
important in the case of structural policies. The staff rightly 
highlights the possible dangers connected with the gradual 
approach chosen by the authorities, an 8pprOaCh that might result 
in insufficient initial results 8nd lead to preppature signs of 
8dju8taent fatigue. I certainly share this point of view, as we11 
88 the staff’s recommendstlon that the authorities should stand 
ready to accelerate th’e pace of structural reform, especially in 
the fields of energy pricing, tax reforms, end external sector 
~iber8lit8tiOn. 

However, f see another danger inherent in the authorities’ 
gradual approach, namaly, thst it might lead to only partlaf and 
limited reforms, especially if the authorities, in the face of 
lnltl8l positive results of their policies. vould consider 
excessive the cost of further reform efforts. f (up aware that, 
for the success of the whole program, the danger of adjustment 
fatigue indicated by the st8ff is far more serious than the danger 
of echieving only part181 atructursl reforms. Nevertheless, X 
believe that, in certain policy areas, such as the public 
enterprise reform and the tax reform, the danger of limited reform 
la 8 real one. 

For inatanctt, with respect to public enterprises, an initial 
improvement in their aggregate flmmclal sltwrtlon owing to the 
reform efforts might lead to the forgoing of the lmplenent8tion of 
8 full privatfzation prograa and the liquidation of nonviable 
enterprises. In the field of tax reform, an expansion of tex 
revenue following the introduction of the General Sale Tax might 
lead to the postponement of the introduction of a fully fledgad 
value-added tax, which might negatively affect the growth cf tax 
revenues in the medium term. Therefore, I would strongly 
encourage the authorities to implement fully, end in 8 timely 
mraner, all the structural reforms included in the program. since 
only in this vay can slgnlflc8nt improvements in the general 
efficiency of the economy be achieved. 

gegarding the macroeconouilc aspects of the program, the 
import8nce of the reduction in the fiscal deficit and the 
obaervsnee of the limits on its bank financing cannot be 
overstreased, since. without firm control of these basic 
variables, it will be impossible to achieve price and trade 
lfberslization together with a declining rate of inflation. It is 
clear that, under the present circumstances, the reduction in the 
deficit will t‘3ve to rely m8lnly on revenue-enhancing messures. 
Hoveve r , in tzir future policy agenda, the authorities should 
also include a reduction of public outlays in terms of GDP, 
especially subsidies and vagea. In this regard, I note that a 
deficit-reduction strategy that envisages revenue-enhancing 
measures as a first step aid expenditure cuts as a only second 
step naturally runs the risk of relying excessively on revenues, a 
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fact that vould negatively effect the expected improveaent in the 
ecommlc performance of the co-try. Therefore, in this area es 
-22, I would strong2y encourage the Egyptian authorities to 
fnplemmt their program of reform8 fully and completely. 

Finally, on the extsrwl situation, I uou2d stress the need 
to schlevs a realistic level of the exchange rste, within a 
uafffed urket, over the life of the progrsa. The dffflcu2tfes 
encountered by the nev exchange msrket indicate that the 
authmrltles should remain vigilant in this area of the progrum and 
implement, ee quickly ee posslbfe, all the possible measures to 
give the economy en efficient market. I share the staff's advice 
thet the llceneing process of nonbenk dealers should be 
eccelereted, md the treatment of their net open positions should 
be the ssme ss those of bank dealers. The need to achieve a 
realistic level of the exchange rate is emphaslxed by the 
existence of flnsnclng gaps from 1991/92. While the Paris Club's 
lntementfon eppeers to be cspable of closing next year's gap. the 
perslstemce of flnmclng gaps ln the medium term indicates that a 
realistic exchange rate policy end the avoidance of implementation 
slippages are essential if the need for exceptional financing is 
to remain at reasonable levels. 

la conclusion, the authorities of Egypt are embarking upon 8 
major effort of economic reform, which will be supported by the 
e*slstence of the lnternationsl financial comuunlty. I aa 
confident that the euthoritles will fully exploit this opportunity 
to give their country a more dynamic and efflclent econoefc 
ltyatem. 

Mrs. Sirlvedbfn made tha fotlowing statement: 

For many years, the Egyptian economy has been cherecterized 
by internal and external imbalances. Previous attempts to address 
the problems have felled, mainly because of the gr8dU81 and 
fragmented msnner in vhich stebllizetion end structural policy 
measures were implemented, but also due, in part, to inadequate 
foreign finenclng. Nov that international support is stronger, 
the authorities cannot afford to let the opportunity pass them by. 
Therefore, I welcome the adoption of a comprehensive economic and 
flnanclel reform program, which is indeed long overdue. The 
Social Rmd to help less privileged groups adversely affected by 
the adjustment process should help contribute to the sustain- 
ability of the program, 

The program before us has rLghtly accorded much emphasis on 
strong deeand management and appears to me to be a good first step 
toward achieving a long-lasting solution to the present state of 
deep maladjustsent. Because wi&spread subsidies, price controls, 
and slackness in mobilizini resources in the government sector 
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vere son of the factors that led to the dlstortlon of the 
economy, a broadly based structural reform of the public sector is 
therefore l pproprlete. I welcome the implemented and proposed 
upward revisions of energy and semlces prices snd the tax 
rofoxms, which are essential to the l chlevexent of the estlmeted 
revame increase envlseged in the program. Howaver, in light of 
the sbrtfells in raising revenue in the pest, it is important to 
accorprrry these -as&es with efforts to improve the euthorltles~ 
tsx collection c8pabllitles. 

Crucial to l ttslnlng the fiscal objectives of the program is 
an improvement in the operations of the public enterprises; 
difficult as it may be, their operations need to be closely 
scrutinlxed by the authorities, end lmedlete corrective actions 
for any devletlons are essentlel. I note that a new edmln- 
lstretlve structure of holding companies is envlreged. I share 
the staff’s concern regarding problems that may occur un&r the 
nev admlnistretive structure. 

I cannot help but notice that the authorities are placing 
greet rollsnce on revenue incresses to bring shout fiscal 
adjustment. The fact that the program provides for corrective 
measures in or&r to address deviations and shocks vlthout 
jeopardlzlng the fiscal objectives gives some comfort. If steps 
could be tsken et an earlier stage to reduce expenditure 
c00ponents of the budget, htiever, this would help avoid slippages 
snd ensure a more viable fiscal posltlon in the longer term. ft 
would, moreover, be consistent with the goal of scaling down the 
public sector, as emphsslzed by Hr. Flnalsh. In this context, the 
staff suggestion of streamlining less productive expenditures end 
subsidies is worth pursuing. 

The envisaged inprovement in public flMnces should reinforce 
assures to ebsorb the liquldity overhang. lotvlthstending this, 
houever, ouch more needs to be done to improve the effectiveness 
of wnetrry IMtruuento, particularly on account of the 
substsntlsl inflationary pressure associated with the envisaged 
price llberellzstlon. lfeesures to ellmlnate conetrelnts on 
greater nonbank private sector imlvement in the treasury bill 
auction, ss suggested by the staff, is one area where greeter 
effort la required. This, together vlth measures to encourage 
positive reel interest rates end ellmlnatlon of direct credit 
allocation, vi11 certainly make resource ellocetlon more 
efficient. 

Finally, ggypt vi11 continue to have sizable financing gaps. 
Any shortfall in foreign financing will put the econmic program 
in jeopardy. Therefore, every effort must be made to ensure that 
the country's financing requirements will be net adequately and in 
atimelyaanner. The international c -1ty has an important 
role to play, but, needless to say, cautious debt management on 
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the pert of the authorities end adherence to the adjustment 
progru are also crucial to increase the confidence of both 
creditors snd investors. 

With these obserPetlons, I support the proposed decisions. 

Hr. De1 nde the foll&ing statement: 

The Middle bat crisis has exacerbated the economic 
difficulties that have been present in Egypt since the second half 
of the 1980s. Despite the substantial external assistance 
obtained from various sources, the overall economic picture in 
ggypt still looks grim and the dlfflcultles remain daunting. 
Further exceptions1 lnternatlonal assistance, including debt 
relief, is celled for. The economic and financial program 
introduced by the Egyptian authorities to address the country's 
economic weaknesses lo comprehensive and courageous end deserves 
the Fund's support. I would join previous speakers in supporting 
the request for a stand-by arrangement by the Egyptian 
euthorltles. With regard to the progrsm, I have a few general 
remarks. 

According to the program, while a comprehensive reform is 
unfolding in various economic sectors, real output is forecast to 
fell furthsr la 1991/92 to minus 3 percent from minus 1.5 percent 
in 1990/91, and will not recover until the mid-19908, when it is 
projected to reach a growth rate of 3.3 percent by 1995/96. The 
declining output and its slow recovery are, in my view, matters of 
serious concern. Given a population growth rate of close to 
3 percent, the negative impact of falling output on the economy 
and the program’s implementation could be significant. 

Moreover. as the progr-ed fiscal deficit reduction will 
depend primarily on the revenue side, the declining output will 
have en adverse effect on the fiscal revenue objectives, despite 
good prospects resulting from pricing adjustments. I wonder 
whether it is possible to place greater emphasis in the program on 
measures to accelerate the recovery of economic growth. 

When we discussed the economic transformation of Eastern 
European countries, it was said that the slow recovery of economic 
growth was due to specific circumstances in Eastern Europe and 
that a drop in production and employment was inevitable. I wonder 
.whether this conclusion is also applicable to developing countries 
in other regions, such as Egypt. It seems to me, however, that 
conditions and circumstances in Egypt are not the same as in the 
Eastern European countries, though some of the reform objectives, 
such as ~iberalization, privatization. and stabilization, are 
similar. Furthermore, given the low level of the present stage of 
economic development, the capacity to tolerate a drop in output 
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would be limited. Therefore, I believe that a reversal of the 
downward trend of output should be given sufficient weight in the 
program. 

During the previous Article IV consultation, there was an 
argument about the appropriateness of the timing and pace of 
adjurrtment. This difference reappear8 in this year's 
conoultation. The arants on both side8 are basically the same. 
The authorities argue that a faster pace of reform is not 
politically or socially pOSSible, while the staff argues that a 
gradual approach is more costly. Each Side has endeavored to 
strike a balance between the need to undertake reform and the pace 
at which it can be implemented. The fact of the matter is that it 
has always been the case that each side draw8 a different 
conclusion on the appropriateness of the pace according to its own 
cost-benefit aKKSlySi8. There are no easy answers to the question 
of what should be the optimum practical pace and what the most 
objective and scientific criteria are on which to base a 
judgement. 

However, in judging the appropriateness of a program, we 
firmly believe in "seeking truth from facts." As we are still in 
the early stages of mastering knowledge from significant systemic 
economic reforms, more experience as well as lessons drawn from 
practical application8 are absolutely essential to avoid mistake8 
arising from the design and implementation of fundamental 
transformation programs. 

After a year of experience with systemic reform in a number 
of member countries, it seems that people tend to become more 
pragmatic toward this issue. It is generally acknowledged that 
the task of reform is not easy'. The process is more difficult and 
complicated than initially expected, and it will take time. In 
the case of Egypt, I believe that in designing an appropriate pace 
of structural adjustment and reform, it is unrealistic not to take 
fully into account the fact that the attendant cost must be kept 
at a level that is politically and socially bearable. I fully 
share the views expressed in Hr. Finaish's statement that, in 
charting the pace of structural reform, one has to keep the 
short-term output and inflation implications very much in mind. 

It is noted that a swift positive response by the private 
sector is relied upon as an important element of the reform 
program. This, in turn, will depend on the re-establishment of 
business confidence. Nevertheless, business confidence cannot be 
expected to increase if medium-term constraints on the balance of 
payments are not eased. Constraints on the balance ofypayments, 
however, cannot be eased without exceptional external assistance, 
given the heavy debt burden, the large financing gaps, and the 
fragile external position. Therefore, it is evident'that 
substantial and exceptional international support is indispensable 
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to the success of Egypt’s program. I fully agree with the staff 
in emphasizing the importance of continuous or permanent 
exceptional assistance from donors and creditor8 and in calling 
for a positive response from official and other creditors to 
Egypt's request for exceptional debt relief. It is expected that 
the needed support can be assured from the major creditors. I 
believe that the approval of the Fund-supported program requested 
by the authorities will facilitate the provision of further 
interIIL3tiOIUIl aSSiStMC%. 

hr. V6gh made the following statement: 

We welcome the staff report for the Article IV consultation 
with Egypt and the request for the stand-by arrangement after such 
a long process of negotiation. Let me say at the start that 
Egypt's program under the stand-by arrangement is not a strong 
one. It has, however, several positive aspects that merit its 
approval. I will refer first to the positive aspects and then I 
will comment on the main weaknesses of the program. 

It is important to remark on the progress repLe8ented by the 
change in attitude of the Egyptian authorities in relation to the 
economic policy advice given by the Fbnd. This progress is more 
noticeable in the monetary and exchange areas. While in the past 
the authorities believed that the levels of interest and exchange 
rates could be better established through government policies, the 
present program recognizes the advantages of letting the market 
fix those levels. Although the latter policy is finding problems 
in its implementation, it is very important that it has been 
accepted. This acceptance has certainly helped to arrive at a 
successful conclusion of lengthy negotiations. 

Notwithstanding the need for more improvement, the fiscal 
situation is another area where remarkable progress is projected. 
The fiscal deficrt for 1991/92 is projected at half the level for 
1991/90 and it is expected to be further reduced in 1992/93 to 
6.5 percent of GDP, which, compared with the present deficit of 
about 20 percent of GDP, represents a considerable improvement. 
Although the thrust of the adjustment will be on the revenue side, 
expenditure will also be reduced, particularly through the cutting 
of food and fertilizer subsidies. There are, moreover, several 
contingency measures to provide for any adverse impact on the 
budget results. 

Before turning to my basic comments, let me ask the staff two 
questions about the budgetary impact of the "once-and-for-all" 
outlay to recapitalize four public sector banks. Hoti can we be 
certain that, in the future, the same need to replenish these 
banks' capital will not appear again? Are these four banks the 

only ones that need to be 'supported, or are there more banks in a 





- 43 - EBt4/91/65 - 5/17/91 

similar situation? These questions concern me, since experience 
shows that the replenishment of capital of public enterprises, and 
especially state-owned banks, is a recurrent and not a unique 
event. The only permanent solution seems to be to privatize or 
close these banks. 

Turning now to the weak points in the program, like 
Kr. Dawson and other Ditectors, I agree with the thrust of the 
staff report and its recommendations, particularly those referring 
to the slow pace of progress and the tendency toward the 
gradualist approach. Time is the most scarce of natural resources 
and is clearly a nonrenewable resource. If this i8 true of 
physical time, it is even more true when referring to political 
time. Thus, it is worrisome to find in the staff report, in the 
description of government economic policy and the timing of 
targets, many references to 1993 or 1995 as the expected dates for 
making decisions on crucial ingredients of the policy mix. I am 
afraid that the Government may not have that much time and that, 
as is argued in the staff appraisal, adjustment fatigue may set in 
before a critical mass of action is reached. For this reason we 
encourage, the authorities to accelerate the velocity of change. 

9ne of the uncertainties of the program is the transformation 
of the public enterprise sector. None of the measures to be 
implemented seem to be sufficiently strong. The creation cf 
holding companies for public enterprises or the existence of a new 
regulatory law that will apply equally to both private and public 
sector enterprises do not guarantee efficient management. These 
are the kind of action8 that have failed in many other cases and 
have resulted, contrary to the best intentions of government 
policy, in a strengthening of the independence of these 
enterprises from budgetary control, consolidation of their 
monopoly power, and abuse of the final consumer. 

The privatization measures will not have any major impact, 
since they are limited to small companies. We should not be 
misled by the impressive number of small companies to be 
privatized; 2,000 privatizations will mean very little to the 
extent that the core of the productive process remains in the 
public sector. 

The monopolistic market structure in which public companies 
operate represents, as has already been mentioned, a serious 
problem. I have not been able to find in the program, however, 
aqy reference to direct measures addressing the elimination or 
regulation of monopolies. The recently granted freedom to set 
salaries and prices in such a context represents a worrisome 
aspect from the point of view of inflationary pressures. 
Moreover, this public monopolistic context may overcrpwd the 
credit market, making it difficult to achieve the 25 'percent 
programmed credit expansion to the private sector in 1991/92. 
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The opening of the Egyptian economy to private capital could 
be a way to break the monopolistic structure of the economy. The 
1-9 lh+t of products that still nod gvvemmvntet approval for 
invwbtment is, however, discouraging. 

On trade policy, I also feel that the process of liberal- 
iZatiOn is too slow to provide significant benefit8 in the medium 
term. On page 15 of the staff report, there is a reference to a 
tariff level in a range of lo-80 percent by mid-1992, with some 
exceptions. Such 8 r8nge does not correspond to an even 
moderately open economy. High tariff barrier8 and wide dispersion 
aggravate the problem8 of the monopolistic structure and distort 
the allocation of resources. 

Finally, I am also greatly concerned about the importance of 
reaching balance of payments viability without exceptional 
financing In the near future. The line of reasoning is rather 
similar to that argued in the case of internal adjustments. There 
is the danger of fatigue, which, in the case of external 
equilibrium, is related to what has been called "donor fatigue.” 
we can see today scme symptoms of this fatigue, and I am sure that 
it will become uore widespread in the future. It is not only a 
matter of psychology and expectation8 of governments and 
taxpayers; it is also, as I have argued in the Board diSCUSSiOnS 
on adjwrtment in the Eastern European countries, a matter of 
numerical consistency in the budgetary projections of the large 
indu8trial nation8. In this context, I was quite interested in 
the exchange between Mr. Fogelhola and the Deputy Director of the 
Mddle Eastern Department on the matter of 'permanent exceptional 
a8818tance." Like hr. Fogelholm, I am rather surprised by this 
expression, which I think is a contradiction in terms: if a 
financing scheme is permanent, it cannot be exceptional; if it is 
exceptional, it cannot be permanent. In his answer to 
Hr. Fogelholm on this point, the Deputy Director said that the 
statement in the staff report was a statement of fact, not a value 
judgement or a policy recommendation. If this is so, I take it 
that the staff does not disagree with the substance of 
Hr. Fogelholm's observation. 

We support the proposed decisions. 

Hr. Hwananshiku made the following statement: 

This'chair is in agreement with the thrust of the staff 
report and supports the request for a stand-by arrangement. 

The current reforms in Egypt accelerated in April and May 
with the introduction of the General Sales Tax, broadening of the 
tax base, tariff reforms, further price liberalization, exchange 
reform, and other aspects of monetary reform. These measures are 
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positive signs of the authorities' comnitment to reform, and, 
given the difficult circumstances in which the reforms are being 
implemented, the authorities deserve the support of the Fund and 
the international comunity. 

However, the euthorities will have to pernevere in their 
endeavors, paying particular attention to measures that would 
further improve the fiscal situation and the functioning of the 
exchange system. Fiscal consolidation and a properly operating 
exchange system are crucial to the success of Egypt's 
stabilization efforts. 

The Egyptian program is another case that argues for a more 
dynamic debt strategy. Even with strong domestic action, the 
balance of payments scenarios show a huge financial gap through 
the year 2000 in the absence of further substantial debt relief. 
The staff has made a pointed case for a permanent reduction in 
debt-service obligations in order to enhance the prospects of 
achieving a viable balance of payments position in the medium term 
and to help improve private sector confidence, which would lead to 
increased investment and growth. It is important to note that 
this assertion applies not only to Egypt but also to many other 
heavily indebted countries that expect to benefit from 
modifications to the debt strategy as applied to Egypt. 

On a matter of presentation, I note that in the balance of 
payments scenarios, foreign direct investment is lumped together 
with errors and omissions. I wonder whether, for an economy like 
that of Egypt, it would not be more useful to analyze these items 
separately. 

Finally; I would like to. commend those countries that have 
canceled the debts owed by Egypt and those that are providing 
generous financial support to alleviate the effects of the Middle 
East crisis. 

I wish the authorities a successful program. 

Hr. Torres made the following statement: 

As the staff very well points out in staff report, "the 
Egyptian Government has initiated a promising medium-term 
adjustment strategy" that will allow it to address its economic 
difficult& in a very comprehensive manner. Although strong 
efforts to set the basis for economic growth were made in the 
past, they were charecterized by fragmentation and lack of 
coordination within the various aspects of the program In a 
context of expansionary financial policies. It is only now that 
the Egyptian authorities seQm to have achieved the uiomentum and 
consensus to implement a comprehensive and well-balanced economic 
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adjustment program. The efforts made by the Egyptian Government 
up to oou, as well as its comitment to the medium-term adjustment 
prograa, deserve our comendation and support. 

In our view, this process of reform embarked upon by the 
authorities calls for a strong comitment, by not only the 
authorities themselves but also the international firuncial 
Corwity. On the one’hand, the implementation of stabilizatian 
and structural reform msasures, which is at prssent extremely 
gradual, needs to be accomplished in a timely, if not accelerated, 
manaer 60 as to create the economic condition6 to regain ecomomic 
growth and restore business confidence. On the other hand, any 
effort mde by the authorities cannot be successful without the 
extraordinsry support of donors and creditors. 

We note uith concern the htgh levels that the ffscaX deficit 
has reached in the past, and we welcoms the authorities' intention 
to reduce the deficit rapidly from its high level of 20.9 percent 
of GDP in 1990/91 to 10.3 percent of GDP in 1991/92 and 
3.5 percent of GDP by the middle of this &cade. To this end, the 
authoritise have embarked upon a strong, long-lasting fiscal 
reform that deserves our comendation. This reform, which is well 
explained in the staff report and its supporting documents, is the 
key element of the fimmcial program, for which strong prior 
actions have been taken, and we expect that the stance of 
adjustment will continue in the next few years. 

It is satisfactory to learn from Supplement 2 of the staff 
report that Egypt broadly met the prior action6 required under the 
program. Nevertheless, it is somehow discouraging to learn that 
the General Sales Tax, as approved, differs from the draft 
proposal that was discussed with the staff. In considering the 
fact that the staff sees no need to revise the revenue estimates 
at this moment, we would like to stress the need to monitor 
developments closely in this area in or&r to tackle, as soon as 
possible, any deviation that may occur in tax collection. 
Xoreover , it is worrisome to see from the same supplement that 
there are .pluses and minuses for individual items in comparison 
with what had been expected during the recent staff mission: 
Together with the revenue shortfalls experfenced during the first 
quarter of 1991, this is a cause for concern, which calls for the 
commitment of the authorities not to relax their efforts but to 
strengthen them. 

Another source of concern, in our view, is the acceleration 
'of monetary expansion that occurred during the first months of 
this year. Actions taken in this area need to be urgently 
strengthened so as to avoid higher inflation levels that could 
jeopardize the whole program. 





- 47 - EZM/91/65 - 5/17/91 

We welcoss the movement toward exchange rate unification as 
well a6 the plan6 for unification by the end of the program 
period. However, to avoid excessive inflationary pressures, we 
would like to caution the authorities on the need to maintain 
close control over fiscal and eonetary policies with the purpose 
of avoiding any unT&eCeSS&Z-y slippages. 

Egppt's external po6ition remain8 extremely weak over the 
redium tarm, owing ssinly to the constraints imposed by the high 
ratio of externsl debt to GDP. Ve concur with the staff that debt 
relief resulting in a perm6nent reduction of external debt-service 
obligations will result in higher economic growth as well as 
positive private capital movements. In this regard, we hope that 
a satisfactory outcome vi11 be achieved in the next Paris Club 
meeting on Egypt, and that the need will be stressad to tie the 
exceptional external assistance to a strong commitment by the 
authorities to the adjustment and reform program. 

In concluding, I would like to commend the Egyptian 
authorities for their strong efforts and encourage them to 
continue. Ve feel that the present momentum should be exhausted 
in the sense of implementing, to the extent possible, all the 
msasures seeded to keep the program on track over the medium term. 
Experience has shown that the longer adjustment is delayed, the 
more difficult it is to maintain the strong stance shown at the 
beginning of the reform period, Ve support the proposed 
decision6. 

Hr. Bindley-Taylor made the following statement: 

Like many other chairs around this table, we wish to 
congratulate the staff and the Egyptian authorities for the 
successful conclusion of the substantial and lengthy negotiationa 
for this stand-by arrangement. 

Ve are &eply impressed by the Egyptian effort at structural 
adjustmsnt, the range of measures already taken, the number of 
additions1 measures yet to be taken, and the coverage of the 
current reforms. They have been most ably presented in the staff 
report and in Hr. Finaish's excellent statement. Therefore, we 
can support the proposed arrangement. We do. however, have a few 
remarks on the macroeconomic aspects of the program. 

In the' fiscal area, the large fiscal deficits are to be 
addressed mainly from the revenue side, and we welcome the 
measures taken to improve the revenue/GDP ratio by 5 percentage 
points of GDP in 1991. We are also heartened that the sales tax, 
after some &lay, was finally introduced at the beginning of this 
month. Despite these effort?, the overall deficit is' expected to 
increase. One cause of that increase is the sizable increase in 
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interest payments, which ve believe requires some explanation from 
the staff in view of the debt-service reduction already granted to 
Egypt. There are. of course, other causes of the increasing 
deficit, usmely, a large one-time transfer for racapitalftstion of 
public sector banks and special restructuring outlays for certain 
state l nterprise8. However, the fiscal effort in the years 
1991/92 and 1992/93 is rimmd at reducing the overall deficit to a 
level of 6.3 percent df GDP by the end of l992/93, and we urge the 
ruthoritiaa to follou faithfully the revenue-reioing and 
expenditure-r&action plans ru indfcated in their fiuancial 
program. 

'Pi&t monetary policies are eosential to the success of the 
program, and we velcow the more active we of the sale of 
treasury bills and bonds. The eventual reduction in the fiscal 
deficit should l llw for greater credit expansion to the private 
sector and thereby promote the entrepreneurial activities of this 
sector. Houever, care must be taken not to compound the price 
increases caused by price liberalization asd the adjustment in the 
exchange rate by too luch monetary expansion. In this regard, ue 
perceive the current negative real interest rates and the 
liquidity caused by the inflows from donors as sources of 
potential danger, and we urge the authorities to act quickly to 
establish interest rates that are positive in resl terms and to 
use uriut-&terriuad instruments to mop up surplus money 
balmlcos. 

We welc#s the move to restore competitiveness by abolishing 
the previous exchange rate system. Wo are concerned, however, 
that the established primary rate in the new and temporary dual 
exchange rate system light still be overvalued. We urge the 
authorities to act promptly to avoid any overvaluation and are 
pleased to note in Supplement 2 of the staff report that the 
primary exchange rate has been allowed to follow the secondary 
market rate to a more appropriate level. 

In rupport of these efforts et stabilizetion, there have been 
tremendous complementary efforts at structural reform. These 
reform cover the broad spectrum of privatization, removal of 
iuvestment and price controls, public enterprise reform, and 
reform in the trade, financial, and foreign exchange systems. We 
support the reforms introduced in public enterprises to give them 
full autonomy and to subject them to the financial discipline of 
the market. However , we urge the authorities to speed up both the 
.drafting and promulgation of the "unified law.” 

We welcome! the efforts at price liberalization of public 
sector goods and services in the agricultural, energy, and 
transportation sectors. However, we would ask whether the 
prospective time frame could not be accelerated. Naturally, there 
will be unavoidable costs in the liberalization process, and we 
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tberofora uarmlp endorse the authorities' establishment of the new 
Social Amd to protect the standard of living of the lowest income 
s-w*- 

Sigriffcmt efforts ue being made with respect to trade 
liberalisation, and uo velceas the steps taken by the authorities 
with respmct to reducfng the coverage of import bana, the 
rationsliution of that tariff structure, and the reduction of the 
list of prodwts requhing prior import authorization. 

Regarding the xebi=-term outlook, exceptional financing has 
effectively strengthened the balance of payments position in the 
curr8nt year, but flmndng gaps remain from 1992/93 onward svsn 
under tha comprehensive adjustment scenario. Therefore, it is 
cleu that substantfrl external assistance will continue to be 
required, and ue urge donor countries and creditors to respond 
positively to gespt's need for exceptional debt relief and 
&dd&tion8lfbancfag. Uo also believe that Hr. Pinsish’s 
suggestfan that Bgypt be considered smong those eligible for BSAF 
resources should be favorably entertained. 

With these remarks, we uish the authorities well in this most 
challenging task of attaining viable economic growth in the near 
future. 

Mr. Fernando mule the following statement: 

We c-nd the authorities for building up sufficient resolve 
to cross the threshold from progrsm negotiation to progrsm 
implementation. mxl we commd the staff for its perseverance and 
painstang effort In crafting a program that merits the Fund's 
financial involvement. The long, but well-researched, agenda of 
actfon makes the current stage only a beginning. Just as the 
authoritfes should demonstrate their cooperation through steadfast 
adherence to the principles and concepts underlying the progrsm, 
the Fund, too, as suggested by the "third pillar; should meet its 
obligations adequately and in a timely manner. 

The balance of payments projections for the medium term and 
the staff comwnts thsreon clearly shov that, even with the 
authorities' full comitment and steadfast implementation, 
substantial financing gaps will prevail. More than the 
arithmetical interest of balancing the accounts, what is of 
greater Gportance, in terms of its impact on the program, is what 
those gaps do to business confidence. While sound economic and 
financial policies can create the capacity and incentives for 
private initiatives, business confidence, if it is to be revived 
on a durable basis. will require some assurance that the burden of 
the &ad velght of past deb,t vi11 not fall on the entrepreneurial 
sector. We fully support the staff call for effective debt relief 
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to sustain tha policy effort over several years. Indeed, given 
the cluity vith which the medium-term scenario is presented, the 
endorsement of the program in its initial stage by the Pund, IIank, 
and the internstional c omunfty would form the basis of an 
expectation that conttnued debt relief and financing support will 
bo forthcomiq to sustain the l djtitmsnt momntum. The specific 
pledges of support heard thm far are encouraging. The Pund 
should also stand tes&y to underpin its policy advice uith 
financing support. The low level of access for the current atand- 
by arrangement and the Pund’s lov exposure to Egypt provide some 
latitude for future financing. 

With respact to tha financial sector, even after an 
expenditure of 6.5 percent of GDP to recapitalise the public 
sector comercial banka, a serious underlying problem remains. 
Judging from Appendix VII of the rtaff report, the recap- 
italixation exercise has taken care of the banks' foreign exchange 
losses. iiovever, the magnitude of nonperforming debts is unknown, 
and, hence, the issua of solvency of the banks is vide open. The 
totality of circumstances suggasts that nonperforming debts could 
be an inpediment to financial sector reform as well as monetary 
policy more generally. Would another recapitalization be called 
for? In the same vein, if public sector banks presently carry a 
load of nonparforming &bts at a time of negative real interest 
rates and low nominal interest rates, would the situation not be 
aggravated as interest rates take off--as they will when deaand- 
managemant policies start biting? The staff’s cements on how it 
views this problam would be helpful. Specifically, ve vould like 
to knou whether a secure legal basis exists for loan recovery. 
The removal of the government guarantee on bank loana vould help 
to improve the quality of credit decisions; so vould the directive 
concerning capital adequacy in terms of risk-weighted assets. 
However, on provisioning, does the Central Bank have the 
capability of enforcing the provisioning guidelines, and does it 
have sufficient legal authority and administrative capability to 
auparvise commercial banking operations? 

On the balance of payxants projections for the medium term, 
we note the steady increase in the value of imports, from about 
5 percent in the coming two years to g percent in the following 
tvo years. As output is expected to contract in 1991/92 and pick 
up only modestly and gradually thereafter, some clarification as 
to the rising import value would be helpful, particularly in view 
of the size of the financing gaps, which are driven as much by the 
trade bal’ance as by the debt burden. Admittedly, projections are 
hazardous in an environmant characterized by pervasive controls, 
as the past can be a poor guide to the future. Also, the inherent 
uncertainties in the response of consumers and economic agents to 
import liberalization should be borne in mind. Hence, 
complemantazy Policies and sufficient latitude for ‘action are 
crucial to keep the situat’ion stable and manageable. We would 
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underline, hovsver, that the best sntidote for these kind of risks 
ie polfcy credibility--in this instance, a foxward-looking and 
qeciftc tim-bound program that dsmonstrates that the liberal 
policies are thsrs to stay and will be progrsrsively liberalized. 
Tbs present situstion of camfort in internstimsl reserves is too 
fragile to be squandered through any laxity in the policy matrix. 

We support the pfopos8d decishns. 

Mr. Evans stated that he wished to Join other spsakers in complimenting 
the 8-f. management, andethe authorities on reaching sn agreement on a 
Rmhupport8d program, and he USOCi8t8d himself in particular with the 
conc8rns 8xpress8d by Mr. Pogelholm, Mr. Clark, and Nr. V&h. It was clear 
that tha Egyptian situation called for more than a stand-by arrangement. 
Nevertheless, the proposed stand-by arrangement was an important first step, 
and performance under that arrangement would determine whether there could 
be a succ8ssor arrangement. 

He vondered vhether the perforaance criteria were sufficient to ensure 
that the propam would be implemented u intended, Mr. Emus remarked. As 
in most programs, fiscal policy was the key element, and the fiscal 
requirements of the Egyptian prograa were very demanding. However, there 
vu no direct fiscal indicator included among the performance criteria; 
there vere limits on the banking system's financing of the public sector, 
but those limits vould not always constrain public seator deficits. He 
vondered vhether there was any reuon for not including an explicit fiscal 
indicator in the program and vhether the staff could see any merit in doing 
so at a future review under the stand-by arrangement. 

Hr. Kural made the folloving~statement: 

Rgypt has experienced NO periods, each a &cede long, when 
its gxovth rate vu among the highest in the developing world. 
The decade betveen 1956 and 1965, a period of strong public sector 
intervention, witnessed the modernization of infrastructure and a 
radical restructuring of the economy. During the second decade of 
grovth, from 1973 to 1984, the economic liberalfzation that was 
law=hed vhen GDP grovth reached 8.5 percent exposed Egypt’s 
economic and social structures to sweeping changes. 

Since 1985, however, these favoreble economic trends have 
reversed. With the sharp drop in oil prices during the last half 
pf the 19gOa, Egypt’s balance of payments situation began to 
falter and its economic structures began to weaken. The 
disturbances of the present period thus reflect the effects of the 
end of the oil boom, Egypt’s severely distorted production 
structures, a large accumulation of foreign debt, and increasing 
dependence on the outside v.orld. 
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iioreover, Egypt found itself in a special position vis-i-vis 
the tiiddle Best crisis: of all the many countries affected by 
that crisis, conditions unique to Egypt caused it to suffer the 
ssverest damage. These losses have now been largely offset by the 
GCFCG, and the stage is set for a comprehensive reform program. 

Although it was possible during 1990 to maintain Egypt’s 
financial viability through debt cancellations and grants related 
to crisis assistance, the country's debt problems in 1991 remain 
unsolved. Egypt’s borrowing possibilities are still severely 
limited, and its external debt will have to be rolled over in a 
very unfavorable financial climate. In other words, the Egyptian 
economy suffers from financial constraints that originated years 
ago. 

For the i-diet8 future, Egypt’s fevoreble balance of 
payments position will pemit some relaxation of the anti- 
inflationary policies that also restrain growth, but in the medium 
tam, an expected worsening of the balance of payments will 
combine with upward pressures on the fiscal deficit to reduce the 
roox for xanauver against inflation and will require the 
resuaption of restrictive policies unfriendly to growth. 

I will coant on two aspects of the Egyptian economy: 
first, public enterprise refom and privatization, and, second, 
monetary reform. 

The staff is correct that revenue measures are essential to 
support the public enterprise reforms, and the authorities are 
wise to take prior actions in the fom of imposing a sales tax, 
restoring customs tariffs, and proposing adjustments in the prices 
of dometstic energy, basic inputs, and consumer goods. The staff 
is again correct that privatization policies will penetrate the 
Egyptian economy in both the service and commodity sectors, though 
they may develop only gradually. This process might be speeded up 
through efforts to change public attitudes and behavior by 
presenting popular explanations of these reforms and their 
objectives. The new policies decontrolling private investment 
should build the confidence of lenders and investors in Egypt’s 
new private sector. Increased confidence and creditworthiness 
will encourage private investment decisions and speed the process 
of the privatization of public units. Could the staff comment on 
the performance to date of Egypt’s private sector and on its 
present share in the Egyptian economy? 

In the monetary sphere, though treasury bill rates have risen 
from 14.5 percent in January to 17.5 percent in early April, 
interest rates remain negatfve in real terms. The normal result 
of negative real interest rates should be a decline in real money 
demand and a rise in currency substitution. Currency substitution 
can be restrained or reversed and real money demand increased by 
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r-q the pre8ent ceiling on depomit rates. Rewving this 
ceiling would huvs the further advantage of increasing the less 
liquid componsnts of the wney supply, such as time &posits. It 
would, houever, be necessary to avoid too steep an increase in the 
volume of deposits and the cost of loans, which would combine with 
a rsQIctLon in credit deaand stewing from a slowing of economic 
activity to mske it hard for the private sector to transform its 
funds into losns. Co&ld the staff alao comsnt on this issue? 

In sum, Egypt's losses stemming from the I4fddle East crisis 
are obvious. They threaten to prewmt the observance of 
macroeconomic targota, and if the structural adjustment process 
were to be &railed, it would not be easy to get it back on track 
for the longer term. For this reason, it is essential to provide 
tiaely relief to keep Egypt from losing the headway it had made by 
ita strenuous efforts befora the crisis. If preserved, the 
momsntum Egypt had gained prior to the Hiddle East crisis could 
enable the country to achieve longer-term Viabiliq without 
needing further concessional assistance, provided, of course, that 
Egypt's msdfum-term adjustment policies are implemented very 
carefully henceforth to prevent the dragging on of present 
difficulties and the emergence of new ones. Therefore, I support 
the proposed decisions. 

Hr. Santos rade the folloving statement: 

Like previous speakers, we are pleased to note that after 
lengthy negotiations, the Egyptian authorities have been able to 
reach an agreement with the Fund's staff on an ambitious and 
coaprehensive program of adjustment, which, if fully implemented, 
could go a long way in stabilising the econony and putting it back 
on a sustainable growth path over the medium tens. However, as 
clearly indicated in the staff report, in view of the magnitude of 
the imbalances and the heavy debt burden, even with a strong and 
sustainad implementation of the program, its intended objectives 
would not be achieved in the sbsence of substantial and continued 
external financial support. In this respect, further debt relief 
will be required to bring down Egypt’s debt indicators to more 
MRUgeUb26 18VslS and fPrprOv6 prospects for r8k3ing per Capita 
income. 

We find appropriate the authorities' strategy aimed at 
decontrolling investment and liberalising economic activity SO as 

.to promote the private sector's role and induce a more efficient 
snd productive economic system. Also appropriate is the 
authorities’ commitment to secure a stable macroeconomic 
environment conducive to noninflationary growth, higher 
investment, and higher levels of national savings. , Since I can 
associate myself with most.of the comments made by’previous 
speakers and can endorse the staff appraisal, I shall be brief, 
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focusing the rest of my statement on three aspects of the program 
that I consider to be critical for its success, namely, .fiscal 
adjustment, the sequencing of the reform measures, and the 
creation of safety nets. 

First, on fiscal adjustmemt, we are 8ncQuraged to note that 
the program erwinages a substantial fiscal retrenchment--of the 
order of about 10 percentage points of GDP in one year, as the 
overall deficit of central and local governments is expected to 
decrease from about 21 percent of GDP in 1990/91 to lo.3 percent 
of GDP in 1991/92. Even after adjusting for the effect'of the 
recapitalization of the four public sector banks, the magnitude of 
the fiscal adjustment is still impressive by any standard. 
Equally Lnpressive are the wide-ranging fiscal measures detailed 
in Table 5 of zhe staff report. To achieve the ambitious deficit 
target, it is of paramount importance that these envisaged 
measures are introduced in a tfmely manner. fn this regard, we 
welcome the pactrage of courageous measures already implemented at 
ths beginning of Msy. and we would urge the authorities to 
persevere in the implementation of the measures and keep 
developments in the fiscal sector under close review. 

Second, on the sequencing of the reform measures, we, like 
the staff, consider the structural reforms to be the cornerstone 
of the adjustment process. Given the scope of these reforms, it 
is clear that their careful sequencing is critical for the succes:, 
of the whole process. While we see merit in the staff's recom- 
mendation for an acceleration of the reforms in order to reach a 
critical mass of action, we share the Egyptian authorities' view 
that a pragmatic approach is warranted. I agree that the 
authorities should persevere with sound policies and reforms for 
several years and not allow-the impetus of reforms to be weakened 
should occasional setbacks occur. 

Third, on safety nets, we welcome the creation of a social 
fund to mitigate the obvious consequences or hardship that the 
program will impose on some groups of the Egyptian population, 
The objectives of that fund are commendable. In particular, we 
find noteworthy the efforts toward limiting the impact of the 
reduction of direct food subsidies on vulnerable groups and the 
financing of job mobility and retraining programs. Similarly, the 
role that regional donors are committed to play in the financing 
of essential infrastructure, such as schools and hospitals, is 
most welcome. These safety net programs appear to us to be an 
essential component in gathering the domestic consensus for the 
implementation of the authorities' program of adjustment. 

. 
Finally, there is no doubt that the program before us 

represents a considerable challenge for the authorities. Its 
success will depend not only on the authorities' determined and 
sustained efforts but also on timely and substantial external 
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assistance and, in particular, exceptional debt relief. We 
support the proposed decisions. 

The Deputy Director of the Hiddle Eastern Department said that the 
newly estshlished holding companies operated in the middle tier of the 
organizational structure of public corporations and performed several tasks, 
such as reviewing, improving, and following up on the implementation of the 
business plans of public cokporations on the basis of pro forma financial 
statements. Initially, the staff had had some concerns that the holding 
companies would act as an additional layer of bureaucratic control, but it 
had been assured by the staff of the World Bank that that would not be the 
case. 

There were basically two logistical constraints on the privatization 
process, the Deputy Director commented, the first of which related to the 
regulatory environment. The staf2 would prefer to see a much faster pace in 
the decontrol of licensing of investment, as well as a change in the labor 
legislation so that private and public companies were given the freedom to 
manage their own labor policies. While companies currently enjoyed that 
freedom in a de facto manner, until the legislation was changed, there was 
always a risk of moving backwards. In addition, there were a number of 

I restrictions on the role of private foreign investment. The second 
constraint on the privatization process centered on the authorities' 
existing policy stance, as there was still a considerable degree of 
discrimination against the private sector, such as differential access to 
supplies and differential import and capital costs. In the staff's view, 
there was a need for further trade liberalization, not only domestically but 
also with respect to the various constraints on Egypt's exports, such as 
quotas and outright bans in some extremely promising sectors, including the 
textile sector. There was also considerable scope for further measures to 
correct the role of monopolies, which permeated the economy. Finally, 
successful privatization required banks to play their traditional role in 
mobilizing savings, and, in addition, there was a need for the creation of a 
fully functioning capital market. There were a number of constraints of a 
legalistic nature on the proper functioning of a capital market, and there 
was also a set of policies that prevented the creation of mutual funds, such 
as ceilings on the interest on newly issued bonds and tax legislation that 
basically penallzed shareholders. 

The question had arisen whether the staff was confident that the 
available instruments of credit control would help to reduce the pace of 
credit expansion, the Deputy Director recalled. Obviously, the pace of 
credit expansion could be reduced only if, in the first instance, the fiscal 
targets were cl,osely adhered to. While the staff had initially thought that 
it wopld be appropriate, as a complement to the treasury bill auction, to 
move toward fndirect instruments of credit control, such as those related to 
the operation of the Central Bank's balance sheet and those.influencing the 
liquidity of banks, it had become clear that, for technical and other 
reasons, it would have been premature to experiment with.new credit I 
techniques at the start of the program. Therefore, the iuthorfties had to 
rely on traditional credit instruments, although there was ample scope to 
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use interest rates and a more forceful variation of the reserve requirement. 
The staff had been somewhat surprised that interest rates had not increased 
further, especially given the acceleration in the rate of inflation. The 
staff had alao been surprioed by the behavior of the banking sector, as 
commercial banks were not following the developments in the treasury bill 
prarbe t . 

A considerable amount of disorder had been created in the treasury bill 
market by the confusion surrounding the taxation of yields, the Deputy 
Director went on, as it had been unclear for ;I long time whether those 
yields would be taxed. If they were to be taxed, the implicit rate would be 
60 percent, which was extremely harsh. While that issue had recently been 
resolved, it was still necessary to offer the nonbank public complete access 
to the treasury bill auction before order could be restored in the treasury 
bill market. The interest rates offered by banks tended to deviate from the 
behavior of interest rates in general, because the banks had a large amount 
of fixed, low interest rate loans in their portfolios and banks carried a 
number of nonperforming loans on their balance sheets. Consequently, to the 
extent that bank deposits were not being redirected into treasury bills, the 
banks felt relatively comfortable in keeping deposit rates at the current 
low levels, although it seemed that the situation might be changing. If 
more funds were introduced into the treasury bill auctions, it was expected 
that a move in commercial banks' deposit rates would follow; the past two or 
three auctions h8d been fully subscribed and rates had tended to rise. In 
addition, the Central Bank was using traditional credit instruments, such as 
strict credit limits on the expansion of private sector credit. Accord- 
ingly, there were grounds for believing that the credit program would be 
observed. 

A few Directors had wondered why the substantial reduction in the 
fiscal deficit was not paralleled by 8 corresponding reduction in the trade 
or current account balances, particularly since the economy was depressed, 
the Deputy Director noted. It ghould be recognized, however, that not all 
sectors of the economy were depressed, and the fall in GDP was largely 
concentrated in the public sector. The adjustment in the current account 
deficit would have to take into account the high level of demand from the 
private sector for imports, which was related in part to the newly 
established exchange system, trade liberalization, and investment decontrol. 

With respect to the exchange system, the Deputy Director continued, 
Mr. Goos had asked whether the staff had discussed with the authorities the 
possibility of using the exchange rate as a nominal anchor. The staff and 
the authorities had discussed a number of exchange systems; the current 
system was chosen because it was fairly liberal and included the broadening 
of .-an element from the previous system that was functioning relatively well, 
namely, the "own" exchange market. The appropriateness of that decision was 
demonstrated by the fact that the current system had beep accepted by market 
participants. In order to move to a nominal anchor, moreover, the 
appropriate fiscal and financial policies must be in place, and, at the 
time, it was unclear whether chose policies would permit such a move. 
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The staff report was organized so that structural measures were dealt 
with first, because the design of the financial program was built in the 
context of the structural changes, the Deputy Director stated. 
Nevertheless, Directors could be reassured that the staff did not consider 
that macroeconomic policy Issues played a secondary role; the two issues 
were complementary, and the fact that macroeconomic issues were dealt with 
at the end of the staff report was not meant to imply that they should be 
given less prominence. l 

A number of questions had been raised about whether the recapi- 
talization of the banks was a once-and-for-all event or whether there would 
be a need in the future for further bank recapitalization, the Deputy 
Director recalled. The biggest source of losses for public sector banks was 
their foreign currency exposure. By recapitalizing the banks and 
eliminating their existing foreign currency exposure, while simultaneously 
placing some limits on their future. foreign currency exposure, that issue 
had been resolved. Private sector banks had relatively little foreign 
currency exposure, and the staff did not have perfect information on the 
amount of nonperforming loans. A few technical assistance missions had 
already been conducted with the aim of improving the prudential regulations 
applied by the Central Bank, but it was the staff's view that the amount of 
nonperforming loans in some banks was fairly large. In any case, the 
authorities were committed to requiring shareholders to recapitalize banks 
that were unable to comply with the relevant banking regulation by September 
1991; otherwise, those banks would be either liquidated or merged. As far 
as public sector banks were concerned, it was difficult to estimate the 
potential additional budgetary cost as long as the size and nature of the 
problem, if any, was unclear. Nevertheless, the staff would, in future 
discussions with the authorities, concentrate on the rather complicated 
legal procedures for the Central Bank to recover nonperforming loans. 

Although the program did not include 8 performance criterion for the 
fiscal perform8nce, the staff had considered including one, the Deputy 
Director commented. In order to include such a performance criterion, 
however, the reporting must be timely, as it would not be very helpful to 
have to wait for six months to see whether an element of the budget, 
especially the overall budget deficit, had been met. The staff had tried to 
obviate the need for 8 specific performance criterion for the fiscal 
performance by including some adjustors in areas where information would 
become available relatively quickly. If difficulties with the fiscal 
program emerged, the staff could consider, perhaps at the time of the first 
review, including some performance criteria to monitor the fiscal 
performance. 

The treatment of foreign direct investment and other capital flows in 
the balance of payments was a statistical difficulty on which the staff 
would continue to try to make progress, the Deputy Director-remarked. With 
respect to the behavior of workers' remittances, the staff's projection for 
1991/92--$3.4 billion-- was close to the figure for 1990/9!. On the basis of 
the first nine months of the year,, remittances were in line with the 
projection, although, in the staff's view, there was a large amount of 
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capital thet was misclassified as remittances, which was another are8 where 
more work would need to be done. 

There were 8 number of other areas where more work remained to be done, 
the Deputy Director of the l4iddle Eastern DepartPcent considered. The budget 
accounts required reformulation, and there was a clear need for the budget 
to become on aMlytica1 tool and a policy Instrument. There would be a need 
for technical oosistance in-the are88 of incoms taxation and financial 
reform, including the structure of interest rates, monet8ry policy 
instruments, 8nd capital Parket developments. In the staff's view, there 
was also a need for coordination of extern81 assistance; in the past, the 
staff had not been fully 8w8re of what donors were doing in terms of both 
financial assistance and technical assistance. The Egyptian authorities had 
asked the World B8nk to establish a consultative group, which w8s an 
important element for policy formulation. The first meeting of that group 
would be held in July 1991. 

Xr. Al-Jasser remarked that it was interesting to note other Directors' 
concerns about the lack of strength of the program, which, in his view, was 
very strong. Indeed, the program was especially strong given the state of 
the economy, the negative rates of growth that it had experienced, and the 
shear size of the economy in relation to the size of the population. There 
had been 8 number of coPnents to the effect that the fiscal effort w8s not 
commensurate with the needed adjustment. However, his fear was thet there 
was too much, rather than too little, fiscal edjustment, although he had 
suggested that the situation did not ~811 for despair; rather, the 
authorities should ensure the effective implementation of the adjustment and 
the integration of the various adjustrcnt mechenisms into the fiscal system. 
Since 1986, the prinsry budget surplus had been huge, and it was expected to 
remain in surplus in the coming year. In his view, the dramatic turnaround 
in the budgetary position over the past few years should not be 
underestimsted 8s a fiscal measure.in its own right. 

In other areas, too, the strength of the program was evident, 
Hr. Al Jasser considered. According to the staff report, "by mid-1993, 
foreign trade will be almost free of nontariff barriers, virtually all 
cropping and price controls and input subsidies in agriculture will have 
been eliminated, and 90 percent of Panufactured production will be sold at 
freely determined market prices." The establishment of a market pricing 
mechanism was at the heart of the reform effort, and to realise that goal in 
only two years would be a considerable achievement, especially in light of 
the somewhat less ambitious goals of some of the programs reviewed by the 
Board. He was concerned, therefore, about the divergent views on the 
progr- , especially its structural aspects. In his view, the program was 
very strong and the focus should be on ensuring its proper implementation. 

The staff representative from the World Bank said that a delegation 
from Egypt was in Washington to finalize the negotiations on a structural 
adjustment ioan, which was expected to be presented to the World Bank's 
Board before the end of June. It was the assessment of the World Bank 
staff, supported by its management. that the reforms in the public 
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enterprise sector, as well as the direction in tems of privatization, were 
appropriate at the present stage. In fact, practically all the trade 
reforms that were included In the proposed l djwtment program were to be 
finalited within three years, as was price liberalization. Consequently, 
the Bank staff felt that the progrsm VU strong, appropriate, and, given the 
existing cmstraints on the Bgyptian econoq, represented very important 
progress toW8rd achieving the tbvernment’s goals. . 

l4r. Fogelholm considered that it was extremely difficult to compare one 
adjustment program with another; indeed, the staff continued to struggle 
with that issue, especially at the time of the reviews of conditionality. 
In comparing the strength of progrsms, the Fund tended to concentrate on the 
members external balance. In that context, notwithstanding the projected 
decline in Egypt's current account deficit from about 10 percent of GDP to 
about 7 percent of GDP, the proposed program could not be considered very 
strong. A grert &al of effort was indeed being directed at correcting the 
fiscal imb818nce, but, consi&ring the size of the imbalance, there was 
little l ltern8tive to the proposed course of action. Like Hr. V&h. he we9 
concerned about the nuaber of actions to be implemented &ring the next few 
yeers. loaturrlly, one could not predict the extent to which those actions 
vould be implemented, but experience with a number of countries that had 
submitted similrrly impressive lists of intentions suggested that 8 degree 
of caution should be exercised, especially in the case of critical 
countries. In short, one should requsst more rether than less. 

The Chairman said that, although the program had some obvious 
WeakMSSeS, it was 8 Strong beginning. After three and one half years of 
negotiations with the Egyptian authorities, the Fund had an opportunity to 
help the country accelemmte and deepen its reform efforts in a frsmework of 
financial discipline, 8 t88k for vhich the Fund was uniquely qwlified. In 
view of the urgent need to assist Egypt at the present critical juncture, 
the fawrable policy environment in, Egypt, and the readiness of the 
membership to support the program, it appeared that the potential benefits 
of supporting the program outweighed the risks involved. He recognized the 
concerns of Directors, but he was confident that the authorities would 
implement the program faithfully and in doing so would consider carefully 
the Board's various recomend8tions. 

Hr. Finnish observed that many speakers had referred to the issue of 
gradualism and the phasing of the structural reform. In his opening 
statesent, he had tried to show the interlinkages between structural reform 
and short-term macroeconomic considerations and had indicated that the 
authorities would probably consider accelerating the implementation of 
seasures in some.areas if circumstances permitted. Moreover, it w8s 
inportent to recognize that the program of structural reform was both strong 
and comprehensive. The decision on the further acceleration of the program 
involved a delicate judgment about political and social tolerance, and the 
authorities' views on that matter had to be taken into account. As 
Hr. Fogelholm had observed, judgments could not be aade in.isolation by 
simply comparing one program with.another. Circumstances were different in 
each case, and vhat might be suitable or necessary in otie case might be 
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neither in another, even though the objectives might be the same. He had 
the impression that there was, unjustly, a credibility gap in the case of 
Egypt; whenaver the authorities implemented a series of measures, their 
efforts vere described u gradual, and even after taking prior actions, 
there appeared to be some residual uncertainty about their intentiona. 
There was no doubt that it uaa wise and advisable to maintain a healthy 
degree of akeptfcism in assesaing the authorities’ actions and intentions, 
but it vas also possible for skepticisn to be excessive. 

Sam Directors had expressed concern about the extent to which 
enterprises in the private sector enjoyed an equally competitive posture 
vis-a-vis the public sector, Hr. Finaish recalled. Ao Directors were aware?. 
a new public invesmnt law had been submitted to the Parliament. 
Comercirl banks were instructed to apply fully commercial principles in 
their lending to public companies. Government loan guarantees were no 
longer provided. The holding companies would not simply replace government 

ministries in terms of control; rather, they would be held accountable for 
their own financial results through a critical assessment of their return on 
capital, which would require holding companies to apply strict standards of 
profitability to the companies under their control, and to proceed to 
restructure, diversify, or liquidate nonviable enterprises. Moreover, there 
vss a basic change in the macroeconomic environment in which both holding 
and affiliated companies would henceforth be operating. The application of 
market-determined interest and exchange rates, for example, meant that some 
of the distortions in the parameters of the decision-making process had been 
removed, which, together with the institutional reforms in the legal, 
accounting, and financial areas, would give assurance that there would not 
be a return to the former style of managing public sector operations. 
Furthermore. by the end of 1993, a unified law would be in force, vhich 
would apply equally to both public and private enterprises. 

In the meantime, Hr. Finaishacontinued, as had been stated by some 
speakers, the authorities were also implementing a detailed privatization 
program. Under that program, 2,000 economic enterprises owned by the 
Government were being sold to the private sector, and private sector shares 
in joint companies were being increased. Moreover, holding companies would 
decide independently on the privatization of, and sale of equity in, wholly 
owned public sector enterprises. The Government had already decided to sell 
some of the smaller profitable companies that operated in competitive 
set tors , and it intended to designate a first group of companies for 
privatization by December 1991. The Government would like to implement the 
privatization progrsm as quickly as possible, but implementation would be 
influenced by a number of considerations that should be taken into account: 
first, the large number of firms to be privatized and the underdeveloped 
state of the securities market; second, the need for transparency in the 
privatization process to avoid the possibility of negative public reaction 
to the sale of government-owned companies; third, the need- to develop 
effective mechanisms for dealing with the complex issues of labor redundancy 
and unserviceable liabilities, which vere issues in other countries as well; 
and fourth, the need to ensure broad-based public participation in the 
privatization process, particularly by small investors. 
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lbny l pukers had cmnted on the viability of the xedium-term outlook 
and the need for international support, Hr. Finaish noted. The quality of 
that mrt vu very important, not only to improve the debt -servicing 
profile but also to 8ond the right signals to private investors so as to 
eacourage fonigr direct investment from abroad and capital repatriation. 
By the am token, it was also appropriate for the international corsurrity 
to upbasixe to the authorities the need to implemant their program with 
bKUcatioa, which, in the lcmg run, would be good for Bgypt and, as some 
speakers had mentioned, the region as well. If the Bgyptfm authorities’ 
program succeeded, it could set an important precedent for the entire 
regfon, particularly in light of the extensive diSCu8SiOM in the Board on 
the role of the Rud in the Middle gast. Consequently, the success of the 
program wu important not only for the Fund as an institution but also for 
Egypt and the region as a whole. He hoped that Egypt would continue to 
count on the support of the Fkxi end the international commmity. 

The Chairman made the following suming up: 

On the occasion of the 1991 Article IV consultation with 
Egypt, Executive Directors also considered and approved the 
r6quest of the ggyptian authorities for a stand-by arrangement. 

Against the background of a long period of negotiations with 
the Fund and attempts at adjustment that could not prevent the 
further Qterioration in economic activity and the increase in 
financial i&alances axxi economic di8tOrtiOM. Directors camended 
the aUthoriti68 for the adoption of a comprehensive program of 
adjustmsnt and economic reform. They considered the progrsm to be 
deserving of the Fund's support. welcomed the strong prior actions 
already taken, and considered that full implementation of the 
authorities' adjustment program held the promise of reducing 
Egypt’s imbalances and forming the basis for sustained 
noninflationary grouth. Uost speakers expressed concern, however, 
at the planned pace of structural reform, and they urged the 
authorities to act more expeditiously wherever possible. 

Directors welcomed the thrust of the reform program, which 
was to reduce the scope of administrative intervention and 
increue the role of market mechanisms in the economy. They 
stressed the critical role of &regulation, investment decontrol, 
reform of the large public enterprise sector--including 
privatization--and trade liberalization, starting with 8 
significaqt effort in sectors where monopolies exist. In their 
.view , a crucial feature of reform policies vas an end to reliance 
on administrative intervention in the exchange and interest rate 
markets and the establishment of a unified, market-determined 
exchange rate, accompanied by far-reaching trade reform. This 
would lay the basis for a strengthening of the current account and 
an improvement in economicSgrowth. The exchange and trade reforms 
would require 8 more flexible system of pricing in the domestic 





Bm/91/65 - s/17/91 - 62 - 

market and would need the support of restrained financial policies 
and competitive intereat rates. In this connaction, Directors 
amphasired the importance of the Government's actions to decontrol 
domestic prices, remove subsidies, raise prices of energy products 
to opportunity cost levela, and introduce remune rative prices for 
the agricultural sector, particularly for cotton. 

Directors cautiotied that financial policies will need to be 
particularly restrained in the early phases of the adjustment 
program in order to avoid fueling inflationary expectations and 
prevent the needed price adjustments from feeding into en 
inflationary process. In this regard, they saw as crucial to the 
success of the prograa the reduction in the fiscal deficit to 
which the authorities are comitted and the achievement of the 
targeted low rates of credit expansion. While the programed 
imprcmmunt in the fiscal position was regarded as impressive, a 
few Directors considered that the remainiirg deficit in 1991/92 and 
1992/93 would still be quite high. Directors welcomed the recent 
liberalizetion of interest rates and the treasury bill auction 
procam. However, a number of speakers were concerned about the 
slow progress tovard the achievement of positive real interest 
rate8 and their maintenance afterverds. They urged the 
authorities to move more decisively in this area, which they saw 
u l ssmtial for the mobiIization and allocation of domestic 
financial resources and in supporting the exchange rate reform, 
supported by restrained credit and monetary policies. The 
authorities were also urged to move expeditiously to implanent the 
full mnetary reform and to strengthen bank supervision. 

On the specific fiscal measures, Directors welcomed the 
introduction of the General Sales Tax and urged its further 
extension, and in general supported the acceleration of work on 
the incoms tax reforms scheduled for next year. Directors 
recorsnded that possibilities for expenditure reduction be 
explored further, as a reduction in the deficit by this mans 
would enhance the private sector's role. In this context, the 
further reduction of vi&spread subsidies was emphasized. 

While Directors accepted the limited use of external grants 
to replace fiscal measures at the outset of the program, given the 
particular circumstances, they noted that grants were not durable 
substitutes for measures. Directors urged the authorities to 
stand reedy to take additional actions to keep the program on 
track, and they welcomed the indications that the authorities 

.would be willing to consider going beyond their commitments 
embodied in the letter of intent, provided circumstances allowed. 

In that context, most Directors considered the implementation 
of structural reform to be too gradual. They observed that the 
gradual pace of reform could put at risk the achievement of the 
olacroeconomic and structural objectives of the program. Moreover, 
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gradualimx would mlow the pace of econoxic recovery, and 
conmmption growth uould resuxs only after some time. While 
recogniring the risks inherent in a xore ambitious approach, they 
beUeved that gradualin could remult in 'ad~ustxent fatigue" 
before the benefits of reform took hold. They urged tha 
authoritiem to speed up their reforx wherever possible and, in 
this rempect, noted particularly the path of energy price 
adjusmnt--given iti ixportance for r8source allocation and 
external and budgetary i&alances--and the need to accelerate 
reforms of the public enterprises, including, u appropriate, 
1iquMation and privatixation of enterprises, disbanding of 
mmopolies, a more libaral investasnt policy, and a faater pace of 
tra& liberalization. A few Directorm, emphuiring the strength 
and coaprehensive scope of the progru, considered that the pace 
of reform vu appropriate. They noted that the ultixate success 
of the program depended critically on strict adherence to the 
timetable for implementing the agreed reforms. 

Directors welcomed the establishxent of the Social Rtnd and 
expressed the hope that the Egyptian authorities would make steady 
progress in targeting subsidies to the xore vulnerable groups 
while reducing their overall budgetary impact. 

Fi~lly, Directors noted that exceptional external assistance 
received in 1990/91 had eued the balance of paywnts constraint 
in the short terx and comended donors and creditors in this 
regard. They undermcored the critical need for debt relief, which 
would help ensure medium-tezm viability and provide for renewed 
conffdence, higher invemtxent levelm, and a SWt8iMble increase 
in living standards. 

Directors looked forward to a discussion of progress under 
the prograx on the occasion of the first review under the stand-by 
arrangmnt, which would be a key for consideration whether a 
buis was developing for a longer-tern prograx, for which soxe 
Directors believed the use of ESAF resources should be positively 
considered. 

Directors recomended that the next Article IV consultation 
with Egypt be held on the standard 12-wnth cycle. 

The Rxecutive Board then took the following decisions: 

1. The Fund takes this decision relating to the exchange 
measures of the Arab Republic of Egypt subject to Article VIII, 
Sections 2(8) and 3, and in concluding the 1991 Article XIV 
consultation with Egypt, in the light of the 1991 Article IV 
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consultation vith Egypt conducted under Decision No. 5392-(77/63), 
adopted April 29, 1977, aa amended (Surveillance over exchange 
Rate Policies). 

2. k darcribmd in BBS/91/73, Egypt retains restrictions on 
paymanta and trazmfer8 for current international transactions 
evWmcul by external payments arrears, advance import deposit 
requiremanta, a bilatbral payments arrangement, and a xultiple 
currency practice arising from the dual exchange aarket. These 
meaauro8 are subject to approval under Article VIII, Sections 2 
and 3. The Fund velcomea the intention of Egypt to eliminate the 
external payments arrears and unify the exchange system after a 
txanaftional period. The Fund encourages Egypt to eliminate the 
remaining exchange restrictions as soon as possible. In the 
meantime, the Wnd grants approval for the retention of the 
restrfctions in respect of external arrears snd the multiple 
currency practice until the completion of the first review under 
the stand-by arrangement for Egypt or February 27, 1992, whichever 
ia earlier. 

Decision No. 9728-(91/65), adopted 
Nay 17, 1991 

1. The Coverment of the Arab Republic of Egypt has 
requasted a stand-by arrangement in an amount equivalent to 
SDR 27g million for the period from Hay 17, 1991 to Noveaber 30, 
1992. 

2. The Fund approves -the stand-by arrangement set forth in 
JZBS/91/73, SupplePent 4. 

Decision No. 9729-(91/65), adopted 
Nay 17, 1991 

2. 

Hr. Fogelholm said that the Swedish authorities had decided 
to peg the Swedish krona to the European currency unit (ECU), with 
effect from the close of business on May 17, 1991. Accordingly, 
Sweden was abandoning the exchange rate system based on linking 
the krona to a trade-weighted currency basket--a system that had 

'been maintained since 1977--and vas instead tying the krona to the 
currencfes of the EC countries. The new exchange rate of the 
krona against the ECU was such that there was no change in the 
external value of the krona; it was only the technique for 
maintaining a fixed exchange rate that had been modified. The 
benchmark value for the index of the currency basket was replaced 
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by a central rate for the exchange rate of the krona relative to 
the ECU, aa defined by ita coapoafte currencies. The new central 
rate vaa 7.40054 kronor per ICU, which corresponded exactly to the 
benchmark value for the currency index in the previous syaten. 
Variationa around the central rate of plua or ~inua 1.S percent 
would be permitted, as in the previous currency basket system. 

The decision to tie the krona to the EC currencies 
couatituted a unilateral Svediah commitaent, Hr. Fogelholm stated. 
The daciaion should be l een in the context of Sweden'8 intention 
to apply for hrahip of the European Comities and vaa the 
firat l tep in the l djuatmant of the Svediah exchange rate system 
to the principle8 of the European Monetary System (MS). In 
announcing the nev ayatem, the Sverigea Rikabank had stated that 
Sue&n. aa a second l tep, would l eek foraal association with the 
Ells. The ultimate objective was full Swedish participation in the 
EC ayatu for cooperation in the areas of monetary and exchange 
rate policies. 

The Chairman remarked that the Board would discuss the issues 
relating to monetary zonea in June 1991, at which time Directors 
uould have an opportunity to cement on the important decision by 
the Suediah authoritiea. 

The following deciaiona were l &pted by the Executive Board vithout 
meeting in the period between BBl4/91/64 (S/3/91) and EBM/91/6S (5/17/91). 

The Rmd ffnda, after consultation with the authorities of 
Argentina, that the rapreaentative rate for the austral under Rule 
0-2(b)(i) againat the U.S. dollar is the midpoint between spot 
buying and selling rates for U.S. dollars ("dolar transferencia") 
in the free foreign exchange market as quoted by the Banco de la 
Nation Argentina and reported by the Central Bank of Argentina. 
(RBD/91/141, 5/6,'91) 

Decision No. 9730-(91/65) GS, adopted 
Hay 9, 1991 
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4. 

The Fbnd notes the amff report for the 1991 interim 
Article IV coaaultation with Demark (W/91/79) and declares the 
consultation completed. (W/91/79, S/2/91; and Cor. 1, S/3/91) 

. Daciaion Ho. 9731-(91/6S), adopted 
nay 16, 1991 

Notwithstanding the period of three montha specified in 
Procedure II of the documant entitled "Sutveillanae over Exchange 
Rate Policies" attached to Decision No. 5392-(77/63), adopted 
April 29, 1977, as amended, the Executive Board agrees to extend 
the period for completing the next Article IV consultation with 
Maldives to Xay 22, 1991. (EBD/91/149, Cor. 1, 5/10/91) 

Decision No. 9732-(91/6S), l &pted 
Nay lS, 1991 

The Executive Board approves the proposed arrangements for 
the mavemant of a quorum to Bangkok during the Annual Meetings and 
for its return to Washington, as set forth in BBAP/91/117 
(S/10/91). 

Adopted Xay 15, 1991 

7. 

In response to a request from the Algerian authorities for 
technical assistance in the central banking field, the Executive 
Board approves the proposal set forth in EBD/91/147 (S/10/91). 

Adopted Nay 15, 1991 

8. 

In iesponse to a request from the Argentine authorities for 
technical assistance in the central banking field, the Executive 
Board approves the proposal set forth in EBD/91/135 .(4/30/91). 

Adopted Uay 3, 1991 
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In reaponae to a request from the Czechoalovak authorities 
for technical assistance in the mnetary field, the Executive 
Board approves the proposal set forth in EBD/91/142 (S/6/91). 

. Adopted Hay 9, 1991 

In response to a request froa the Guyaneae authorities for 
technical assistance in the central banking field, the Executive 
Board approves the proposal set forth in EBD/91/140 (S/3/91). 

Adopted Hay 3, 1991 

11. 

In response to a request from the Iranian authorities for 
technical assistance in the fiscal field, the Executive Board 
approves the proposal set forth in EBD/91/138 (S/2/91). 

Adopted Hay 7, 1991 

In response to a request from the Roaanian authorities for 
technical assistance in the fiscal field, the Executive Board 
approves the proposal set forth in EBD/91/143 (5/8/91). 

Adopted Hay 13, 1991 

In response to a request from the Thai authorities for 
technical assistance in the fiscal field, the Executive Board 
approves the proposal set forth in EBD/91/148 (S/10/91). 

, 
Adopted May 15, 1991 
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14. ~ISIA - TECt!NICAL ASSXSTANCE 

In response to a request from the Tunisian authorities for 
technical assistance in the central banking field, the Executive 
Board approves the proposal set forth in EBD/91/139 (5/2/91). 

Adopted May 8, 1991 

15. RELATIONS WITH GATT - CONSULTATIONS WITH CONTRACTING PARTIES - FUND 

The Executive Board approves Fund representation at the 
consultations with the CONTRACTING PARTIES to the GATT on Brazil 
and Czechoslovakia, as set forth in EBD/91/136 (4/30/91). 

Adopted May 3, 1991 

16. JNDONBIA - RELEASE OF INFORUATION 

The Executive Board approves transmittal of the background 
paper on recent economic developments to the Inter-Governmental 
Group on Indonesia, as set forth in H/91/88 (5/8/91). 

Adopted May 15, 1991 

17. JZXECUTIVE BOARD TRAVEL 

Travel by Executive Directors as set forth in EBAP/9ljllO (5/3/91), 
EBAP/91/112 (5/6/91), EBAP/91/115 (5/8/91), &BAP/91/119 (5/13/91), and 
EBAP/91/120, Correction 2 (5/15/91), by Advisors to Executive Directors as 
set forth in EBAP/91/110 (5/3/91) and EBAP/91/112 <5/6/91), and by 
Assistants to Executive Directors as set forth in EBAP/91/105 (4/K/91), 
EBAP/91/113 (5/7/91), and EBAP/91/116 (5/g/91) is approved. 
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18. =VEL BY v 

Travel by the Hanagfng Director as set forth in EEIAP/91/111 (5/6/91) is 
approved. 

APPROVED: November 27, 1991 

LEO VAN HOUTVEN 
Secretary 




